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PREFACE 


THis work provides in dictionary form, with its consequent 
facilities for ready reference, information concerning book- 
keeping and accountancy. The subjects are dealt with alpha- 
betically. With long articles the text is divided into sections, 
the subject-matter of each being indicated at the commence- 
ment by sub-headings in heavy type. The book is thoroughly 
up to date, and includes Accounts Current, Sinking Fund, 
Annuity, and Insurance Policy Methods of Depreciation . 
Hire Purchase, Investment, Assurance, and Insurance 
Accounts ; Income Tax, etc.; also Executorship Accounts, 
with facsimiles of the official forms. The information furnished 
has been made as complete as possible within the limits of 
the book. Specially prepared and fully-worked examples 
accompany the text, alternative methods being given, and 
their advantages and disadvantages (if any) are pointed out. 
The book will prove extremely valuable to both students 
and teachers, providing them, as it does, with the maximum 
of knowledge in the minimum of time. 

The author’s twenty years’ practical experience of book- 
keeping, accountancy, and auditing, together with some 
years’ experience as teacher, coach, and examiner has, he 
trusts, enabled him to simplify many matters which students 
and teachers consider difficult, and to clear up numerous 
points on which they have hitherto been in doubt. 


R. J. PORTERS 
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ABATEMENTS.—(See INcoME Tax.) 

ACCEPTANCE.—A term applied to a bill of exchange 
when the drawee has signed his name across the face of it, 
thereby agreeing to pay it. Before acceptance, the bill is 
more properly called a draft. (See Birt or EXCHANGE.) 

ACCEPTANCES ON BEHALF OF CUSTOMERS.—In 
Bank Accounts, bills which have been accepted by the bank on 
behalf of its customers. Remittances payable abroad are 
rendered more easily negotiable by the banker’s acceptance 
than by the customer’s own acceptance. The customer 
_must, however, have sufficient credit balance on current 
account to cover the risk. This item appears on both sides 
of a bank’s balance sheet; on the liabilities side it repre- 
sents the bank’s indebtedness abroad; on the assets side 
it represents the customer’s indebtedness to the bank. 

Example— 


BALANCE SHEET. 


Liabilities. Assets. 
Acceptances on behalf of Liability of customers for 
customers as per contra. acceptances as per contra. 


ACCOMMODATION BILLS.—These are sometimes called 
“kites” or ‘‘ windmills.”” They are bills which are put into 
circulation merely in order to raise money by discounting 
them, thus accommodating one or both parties to the bill. 
They are not legitimate bills, as no consideration has been 
given for them. The following worked examples will 
illustrate the usual methods. 

Example 1.—On Ist Jan. A. Brown accepts a three months’ 
bill for £100 drawn on him by R. Smith for the latter’s con- 
venience. Smith discounts the bill at the rate of 5 per cent., 
and at maturity forwards Brown a cheque with which to 
meet the bill. Show the accounts in the books of both 


parties. 
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In Brown’s Books. 
Dr. R. SMITH. Cr. 
— i 
Jan. 1 | To Bill Payable ||1 0 Apr. 3| By Cash.. ca 
Dr. BILLS PAYABLE. Cr. 
Apr. 4 | To Cash . || 100 Jan.1;} By R.Smith .. 109 | 
Dr, CASH BOOK. Cr. 
Apr. 3|To R.Smith~ ..|/100 Apr. 4| By Bill Payable ||100 
In Smith’s Books. 
Dr. BILLS RECEIVABLE. Cr. 
Jan.1 | ToA. Brown ..|/100 Jan. 1] By Cash ..|| 98/15 
” », Discount 1 5 
Dr. A. BROWN. Gr. 
Apr. 3| To Cash : 100 | Jan. 1 | By Bill Recei’ble |/100 
Dr. CASH BOOK. Cr. 
Jan. 1 | To Bill Recei’ble |} 98/15) |Apr.3| By A. Brown  ..//100 
Dr. DISCOUNT. CG. 
Jan. 1 | To Bill Recei’ble 1) 5 | | 


Example 2.—On 1 


st Jan. A. Brown and R. Smith draw 


on one another at three months for £100. They discount 


each other’s bills at 


the rate of 5 per cent. per annum, and 


at maturity each meets his own acceptance. Show the 
accounts in the books of both parties. 
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In Brown’s Books, 
Dr. R. SMITH. Gr. 
Jan. 1| To Bill Payable {100 Jan. 1 | By Bill Recei’ble 109 | 
Dr. BILLS RECEIVABLE. Cr. 
Jan. 1| To R. Smith .|100 Jan. 1} By Cash .||100 
Dy. BILLS PAYABLE. Cr. 
Apr. 4| To Cash .||100 Jan. 1 | By R. Smith 100 
Dr. DISCOUNT ON BILLS. Cr. 
Jan. 1 | To Cash 1] 5 | | 
Dr. CASH BOOK. Cr. 
Jan. 1 | To Bill Recei’ble |/100 Jan. 1| By Dis. on Bills 1] 5 
Apr. 4] ,, Bill Payable {100 
In Smith’s Books. 
Dr. A. BROWN. Cr. 
! 
Jan. 1 | To Bill Payable. .|/100 Jan. 1 | By Bill Recei’ble |/100 | 
Dr. BILLS RECEIVABLE. Cr. 
Jan. 1]To A. Brown ..|/100 Jan. 1 | By Cash 100 | , 
Dr. BILLS PAYABLE. Cr. 
Apr. 4| To Cash . 100 Jan. 1| By A. Brown 100 
Dy. CASH BOOK. Cr. 
Jan. 1| To Bill Recei’ble ||100 | [Jan.1| By Dis. on Bills || 1] 5 
Apr. 4] ,, Bill Payable |/100 
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Dr. DISCOUNT ON BILLS. Cr. 

Example 3.—On Ist Jan. A. Brown accepts a three 
months’ bill for £100 drawn on him by R. Smith for their 
mutual accommodation. The bill is then discounted by 
Smith at the rate of 5 per cent. per annum, and half the 
proceeds are handed to Brown. At maturity, Smith sends a 


cheque to Brown, who then pays the bill. Show the 
accounts in the books of both parties. 


Jan. 1 | To Cash 1] 5 


In Brown’s Books. 


Dr. R. SMITH. Cr. 
Jan. 1 | To Bill Payable. .|/100 Jan.1| By Cash 5. I 49i576 
: 7 DISCOUNT es 12) 6 
Aipre}3)|" 55. GaSh®nn. meal no 
Dr. BILLS PAYABLE. Cr. 
Apr.4|ToCash .. ..|/100 Jan. 1) By R. Smith 100 
Dr. CASH BOOK. Cr. 
Jan.1|To R.Smith ..|| 49) 7| 6{Apr. 4| By Bill Payable ||100 
Apr.3] ,, R.Smith ..|} 50 
Dr. DISCOUNT ON BILLS. Cr. 
Jan.1|}ToR.Smith .. 12 


In Smith’s Books. 


Dr. A. BROWN. Cr. 
Jan= 1y|/ Do Cash see ech 49l7 o Jan. 1 | By Bill Recei’ble |/100 

is », Discount 12 
Apres) Cash oe 200 | 
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Dr. BILLS RECEIVABLE. Cr. 
Jan.1|To A. Brown  ..|/100) Janey EBy.Cashiy ee.» . 100 
Dry. CASH BOOK. Cr. 
Jan. 1 | To Bill Recei’able]]100 [yan. 1 | By Dis. on Bills 1] 5 
» », A. Brown ..|| 49} 7| 6 
| [spr 3), A. Brown =. «|| 50 
Dy. DISCOUNT ON BILLS. Cr. 
Janes horGashie.. || eek ol stan! | by, A. Brown |. 12) 6 


Note.—Should the bills be dishonoured or renewed, the 
entries required will be the same as for ordinary bills. 

ACCOUNT.—A record in a ledger of the transactions that 
have taken place with a particular person or thing, as the 
Goods A/c, R. Smith’s A/c, Plant A/c, etc. 

To Balance an Account.—To write the difference between 
the two sides of an account on the lesser side, thus making 
both sides equal, and to bring the difference down to the 
opposite side. Example— 


Dr. R. SMITH. Cr. 


Jan. 1 To Goods.. .. |} 40 Jan. 15| By Cash .. .. |/25 
» 30! ,, Balance c/d ||15 


40 40 
Feb.1|To Balance b/d|) 15| | nial 
To Close an Account.—To transfer the balance elsewhere. 
For instance, the Bad Debts Account is closed by being 
transferred to the Profit and Loss A/c. Example— 


Dr. BAD DEBTS. Cr. 


Jan. 15) To A. Peters .||20 June 30|By Profit and Loss ||20 


Accounts are also closed by payment in cash or by bills. 
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To Open an Account.—To reserve space in the ledger for 
an account, and to write the name of the account in the 
space so reserved, thus— 


Dr. MACHINERY AND PLANT. Cr. 


Accounts are divided into two classes: personal accounts, 
those which relate to persons ; and impersonal accounts, those 
which relate to things. 

Personal Accounts are subdivided into two kinds: (1) 
Debtors, persons to whom the firm sells goods, and (2) 
Creditors, persons from whom the firm buys goods. 

Impersonal Accounts are subdivided into two kinds: (1) 
Real or Property Accounts, those relating to the various 
assets of the business, such as Cash, Plant, Goods, Fixtures, 
etc. ; and (2) Nominal Accounts, those referring to the gains 
and losses of the business, such as Wages, Rent, Rates and 
Taxes, Discounts Received, etc. 

Note 1.—The Goods Account is both a real and a nominal 
account, real in so far as it relates to the goods themselves, 
and nominal as regards the profit or loss made in selling. 

Note 2.—The Capital Account and the Drawing Account 
are personal accounts either of the proprietor of the busi- 
ness or of the partners therein, who are creditors of the firm 
for the amount of their Capital, and debtors of the firm for 
the amount of their Drawings. 

ACCOUNT CURRENT.—A statement in Dr. and Cr. form, 
setting forth in order of date the various transactions that 
have taken place either with two persons themselves or on 
their respective accounts, as between (1) principal and agent, 
or consignor and consignee, or (2) two merchants trading 
independently, or (3) a banker and his client; interest being 
charged and allowed at an agreed rate. 

By whom Account is Rendered.—This is done by the person 
last named, and is really a copy of the latter’s ledger account 
with the person first named. For instance, “A. Brown 
in Account Current with R. Smith” means that R. Smith 
is rendering the account to A. Brown from his (R. Smith’s) 
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point of view, debiting A. Brown with goods sold, or money 
paid, to him or on his account, and crediting him with goods 
bought, or money received, from him or on his account. 

How Days are Counted.—It is usual to count only one 
end day or “extreme,” not both, the day on which the 
transaction took place being generally ignored. In cases, 
however, where an account current starts with an initial 
balance, thus: “Jan. 1. To balance,” the opening day 
must be counted, as the balance was really the amount due 
on the previous day, and otherwise a day’s interest would 
be lost. To obviate this, it is advisable to bring down the 
balance of an account current at the same date at which it 
is carried down, instead of on the day after. 

On the Continent, some countries, ¢g., Germany and 
Switzerland, reckon 30 days to each month; other countries, 
France, Holland, Italy, Austria, etc., reckon each month by 
its proper number of days; all of them, however, reckon 
the year as 360 days. This fact should be kept in mind 
when dealing with foreign accounts current, as the so-called 
“Continental method ’’ is by no means uniform. 

In the case of unmatured acceptances, and also in the 
case of goods invoiced before the time for payment, the days 
are counted only from the due date of payment. 

Ways of Reckoning Interest.—From the point of view of 
time, interest may be reckoned in different ways— 

(a) On each transaction, from the époque, or beginning of 
the period of the account, to the due date of that 
transaction. 

(6) On each transaction, from the due date of that 
transaction to the end of the period covered by the account. 

(c) On the varying balance of the account, from the date 
of each transaction to the date of the next transaction, 
allowing for each item debited or credited before its due date. 

Methods of Calculating Interest.—There are also various 
methods of calculating the interest itself— 

(1) By tables, on each item separately, the two interest 
columns being then added and the totals of the interest, or 
merely the balance, carried out into the account. 

(2) By products, that is, figures obtained by multiplying 
the number of pounds in each amount by the number of 
days it has to run for interest. The product columns are 
then balanced, and the interest on the balance of product 
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extended into the account itself. The interest is found by 
the following formula— 
Balance of Products x Rate 
Interest = ————____—__—_——_- 
365 (or 360) x 100 

A more convenient way, however, when the number of days 
in the year is taken as 365, is to multiply the balance of 
products by double the rate of interest, and divide the 
result by 73,000. 

(3) By Interest Numbers. This is really only a slight 
variation of the product method. It is sometimes called the 
‘English method,” but it is also extensively used on the 
Continent. It consists in dividing each product by 100, and 
in putting down in the account simply the resulting figures, 
called interest numbers. The number columns are then 
balanced, and the interest on the balance of numbers entered 
in the account, the interest being found by the same formula 
as for the balance of products, except for the division by 100. 

Balance of Principal—When interest is reckoned from 
beginning of the account to due date of each transaction, care 
must be taken to ascertain the balance of capital or principal, 
1.¢., the difference between the totals of the money columns 
of the two sides of the statement, and to include interest on 
this balance for the number of days over which the account 
extends. The interest must be placed on the opposite side 
to that on which the balance falls; that is, if the balance 
is a Dr. balance, the interest will go on the credit side, and 
vice versa. 

Varying Rates of Interest——Sometimes there are different 
rates of interest charged in the same account current, one 
rate obtaining for a certain time, and being changed after- 
wards for another rate according to the state of the money 
market. It may also happen that the rate of interest on the 
debit items differs from the rate of interest on the credit items. 
A banker, for instance, might not be willing to allow as high 
a rate of interest as he himself would charge. And in accounts 
between merchants of different places there are likewise good 
reasons sometimes for the terms as regards interest not being 
reciprocal. In such accounts the product columns on each 
side must be added and multiplied by their respective rates of 
interest before being balanced. Interest on this balance can 
then be found and entered in the usual way. 

Red Ink Interest.—If any of the items in the account are 
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not due when it is rendered, the interest for the period in 
advance of the date to which the account is made up must 
be inserted in red ink, and must also be entered in ordinary 
ink on the opposite side of the account; or if, as in some 
cases, there are red ink figures on both sides of the account, 
then only the balance of the red ink numbers need be 
entered in ordinary ink on the proper side, debit or credit 
as the case may be. This interest having thus been pre- 
viously allowed for, or charged, the red ink figures them- 
selves must be ignored when balancing the product columns. 
When the account is worked by the éfoqgue method, there 
will hardly ever be any red ink interest, as interest is reckoned 
on each transaction right up to the due date of that trans- 
action. Such cases only arise when there is introduced into 
an account current an old item having a due date anterior 
to the époque. 

Side on which Interest Falls —When the days are reckoned 
by the forward method, 7.¢., from the due date of each trans- 
action to the end of the period of the account, the interest 
itself falls on the opposite side to the balance of products or 
numbers; but when reckoned by the époque or backward 
method, 7.¢e., from the due date of each transaction to the 
beginning of the period of the account, the interest falls on 
the same side as the balance of products. 

Fractions of a £.—Sums under 10s. are generally ignored, 
and amounts of 10s. and upwards reckoned as another pound. 

Leap Year.—In the case of Leap Year, one day more is 
allowed to February ; the number of days in the year, however, 
is still reckoned as 365, not 366. 

Example.—The following transactions took place between 
A. Brown and R. Smith from Jan. to June, 19.. 


Jan. 1. Sold goods to A. Brown, £120. 
Feb. 15. Remittance received from A. Brown, £60. 
Mar. 2. Goods bought of A. Brown, £275. 

» 38 Accepted A. Brown’s draft at 1 month for £100. 
Aprilll. Cash paid to A. Brown, £100. 

» 30. Goods invoiced to A. Brown, £146, due end of May. 
May 11. Bought goods from A. Brown, £73. 

» 381. Sold goods to A. Brown, £123. 
June 15. Bought goods from A. Brown, £155. 


Make out an account current to be rendered by R. Smith at 
30th June, taking interest into account at the rate of 5 per 
cent. per annum. 
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ACCOUNT SALES.—A document showing the gross and 
net proceeds of a consignment of goods sold by one person 
for the account and risk of another, and detailing all the 
expenses and charges in connection with the sale. (See also 
CONSIGNMENT.) 


Example— 


Account Sales of 40 cases of Fancy Goods ex. ss. Ganges, 
sold by Smith & Son of Melbourne for the account and 
risk of Messrs. Merchant & Co., London. 


Merc Co, I. “4 
——————— || 20 | Cases} Fancy Goods .. .. ..] £15 |} 300 
1-20 
Mined Con ies 
———_—_—— |} 20 | Cases % A foe) eee LIZ 240 
21-40 —,|—|— 
Deduct— ; °540 
Cartage So) 
Storage 710 0 
Insurance ORO ss O 
Commission 
5% £540 . 27 0 0 
——— 49|10 
490/10 
Less Advance... .. 200 
E. & O. E. —_— 
(Sight || drafjt for |£290 10 O herewith.) £290/10 
Smjith &|Son 
Mel'|bour|ne 
14 || Jan.j19).. 


Note.—Where, as in some cases, the consignee pays Freight and Insurance outwards, 
these two items would also appear on the Account Sales. 


ACTS OF BANKRUPTCY.—An act or default on the part 
of a debtor deemed to be evidence of his insolvency, and one 
which enables a creditor to present a petition against him 
in the Bankruptcy Court. A debtor is said (Bankruptcy 
Act, 1914) to commit an act of bankruptcy in the following 
cases— 

(1) If in England or elsewhere he makes a conveyance or 
assignment of his property to a trustee or trustees for the 
benefit of his creditors generally. 
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(2) If in England or elsewhere he makes a fraudulent con- 
veyance, gift, delivery, or transfer of his property or any 
part thereof. 

(3) If in England or elsewhere he makes any conveyance 
or transfer of his property, or any part thereof, or creates 
any charge thereon which would, under this or any other 
Act, be void as a fraudulent preference if he were adjudged 
bankrupt. 

(4) If with intent to defeat or delay his creditors he does 
any of the following things, namely, departs out of England, 
or being out of England remains out of England, or departs 
from his dwelling-house, or otherwise absents himself, or 
begins to keep house. ° 

(5) If execution is issued against him by seizure of his 
goods under process in any action in any court, or in any 
civil proceeding in the High Court, and the goods have 
been either sold or held by the sheriff for twenty-one 
days. 

(6) If he files in the court a declaration of his inability to 
pay his debts, or presents a bankruptcy petition against 
himself. 

(7) If a creditor has obtained a final judgment against him 
for any amount, and execution thereon not having been 
stayed, has served on him in England, or, by leave of the 
court, elsewhere, a bankruptcy notice under the Act, requiring 
him to pay the judgment debt in accordance with the terms 
of the judgment, or to secure or compound for it to the 
satisfaction of the creditor or the court, and he does not 
within seven days after service of the notice (or an appointed 
time if the notice is served abroad), either comply with the 
requirements of the notice or satisfy the court that he has 
a counterclaim, set-off, or cross demand which equals or 
exceeds the amount of the judgment debt, and which he 
could not set up in the action in which the judgment was 
obtained. 

(8) If the debtor gives notice to any of his creditors, either 
verbally or in writing, that he has suspended, or that he is 
about to suspend payment of his debts. 


ADDITIONS TO PLANT AND MACHINERY.—Extra 
plant and machinery bought during the year. Some firms 
do not write depreciation off this, but only off the amount 
of the plant and machinery as at the beginning of the year. 
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Other firms, however, write off a proportionate amount. 
Thus, if the new plant had been purchased only three 
months before the close of the year, then only one-quarter 
of the annual depreciation rate would be written off the 
additions. The Balance Sheet generally shows how the 
matter has been dealt with. Thus, in the first case, we 
should have— 


fe Gk fo Bs Gk 
Plant and Machinery .. .. 5,000 0 0 
Less depreciation .. .. 500 0 0 
4,500 0 0 
Additions during year.. .. 250 0 0 
4,750 0 0 
and in the second case— 
Plant and Machinery .. .. 5,000 0 O 
Additions during year.. .. 250 0 0 
5,250 0° 0 
Eessedepreciation .. — =. 506 5 0 
4,743 15 0 


ADEMPTION.—tThe disposing by the testator of the subject 
matter of a legacy during the testator’s lifetime. It only 
refers to specific legacies, 1.¢., some special article of the 
deceased’s property. In this case the legatee loses his legacy 
altogether. (See LEGACIES.) 

ADJUSTMENT ACCOUNT.—An extra account inserted in 
a ledger for the double purpose of proving the ledger and of 
making it self-balancing. It is merely a record of the trans- 
actions already posted in the particular ledger, only in a 
summarised form instead of in detail, and having the debits 
and credits transposed. The balance of the adjustment 
account must be equal to the sum of the other balances in 
the same ledger, thus proving the ledger. It must also be 
on the opposite side, so that when a trial balance is extracted 
the total of the debits will equal the total of the credits, 
thus making the ledger self-balancing. 

The principle underlying the adjustment account is proof 
by means of totals, based on the axiom that the whole is 
equal to the sum of all its parts. Suppose, for example, we 
have the following debtors in our ledger, and that the under- 
mentioned sales of goods, payments, returns, etc., take place, 
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the balances remaining in each account would be as stated at 
the side— 


Debtors. Goods Goods. - Money Discount Bills Balance 

Sold, Returned. Received. Allowed. Received. Owing. 

re “a £ if 4 43, 
A 106 10 57 3 _ 36 
B 78 — 38 2, — 38 
c 60 —_ _ — 35 25 
D 45 2 30 — —_ 13 
E 36 — 19 1 —_— 16 
F 46 — — _— 20 26 
G 92 —_— 76 4 — 12 
ial 23 — 10 —_ —_ 13 
486 {2 230 10 55 179 


The above transactions would, of course, be posted sepa- 
rately to the individual accounts of each of the debtors 
named. Now let us post the same transactions in total or 
summary into one Debtors’ Account and balance it. We 
should then have the following— 


Dr. TOTAL DEBTORS’ ACCOUNT. Cr. 
To Goods... |] 486 By.Cashs.. Pessina 
» Discount .. .. 10) 
sp eReCUEOS. coo} 12 
», Bills Receivabl 55 
» Balance c/d_ .. |} 179 
486 486 
To Balance b/d] 179| 


The balance of this total account is equal to the sum of the 
separate balances, thus proving the posting, addition, and 
subtraction in the ledger to be correct. 

Adjustment accounts are constructed for the Bought 
Ledger and Sales Ledger respectively, and also for each of 
their subdivisions if there are several ledgers. 
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Example of an Adjustment Account for the Bought 
Ledger— 


Dr. BOUGHT LEDGER ADJUSTMENT ACCOUNT. Cr. 
IQ.. | 19+ 
ares 30) slo Casht rs cece uur 348] 3} 6) June 1 | By Balance (total 
rs », Discount ae 18| 6] 6 of Creditors } 2,000] 6| 8 
as P Sa Fayete ae 150 as at this date) 
ni» oes 3410] 6 30 » Purchases on 625/11] 2 
» | 9 Balance c/d .. || 2,074|x7] 4 
| 2,625|/17|10 2,625|/17|10 
July 1 | By Balanceb/d .. || 2,074/17| 4 


The above account would appear in the General Ledger. 
In the Bought Ledger there would be a corresponding 
account, but having the items on the opposite sides, in order 
to make a double entry of the two accounts, thus— 


Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT. Cr. 

Ig.. 19..- 

June 1 | To Balance (total ) June 30| By Cash 3 sca’ 348] 3) 6 
of Creditors as 2,000] 6) 8 soilless DISCOUN temuas 18] 6) 6 
at this date) J », Bills Payable 150| | 

30| ,. Purchases ae 625|11] 2 » | 9, Returns and | wal G 
os Allowances { 34 

2 | 9 Balance c/d .. ||-2,074/17) 4 

2,625/17|10 2,625|17/10 

July 1 |'To Balance b/d .. || 2,074|17] 4| 


The above balance would, of course, be equal to the sum 
of the separate Bought Ledger balances, and thus prove the 
Bought Ledger. Special items, such as transfers of contra 
accounts, cancelled bills, interest on renewed bills or on 
overdue accounts, etc., which have been posted direct from 
the journal, and debited or credited to any of the personal 
accounts in the Bought Ledger, must also be debited and 
credited to these Adjustment accounts. 


21 


ADJ] DICTIONARY OF BOOK-KEEPING [ADJ 


Example of an Adjustment Account for the Sales Ledger— 


Dr. SALES LEDGER ADJUSTMENT ACCOUNT. Cr. 

IO. 

June 1 |To Balance By Cash «+ «|| 1,947)10 
(total of \ » Discount.. .. 102 10 
Debtors as J », Bills Receivable 250, 6| 7 
at this date) » Returns and | 78'11| 5 

30] ,, Sales Allowances } 

» | »» Cash (dis- ) 5) bad. Debts! .. I2I} 9} 4 
honoured bills - » Balancec/d .. || 5,402 14) 3 
and charges) 

7,903) I| 7 
July x |To Balance b/d | 


The above account would appear in the General Ledger 
In the Sales Ledger there would be a corresponding account, 
but having the items on the opposite sides in order to make 
a double entry of these two accounts, thus— 


Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT. Cr. 
TOs 6 TQ. | 
June 30| ToCash.. .. ..|| 1,947,710 June 1 |By Balance (total } 

» | 9», Discount me 102 IO of Debtors 5,22519 8 
» | 4» Bills Receivable 250 6| 7 asat this date) 
» | 4, Returns and \ 8x1 30| ,, Sales Ser ‘seii|) ZozO Tre 
Allowances 7 5 | 9, Cash (dis- ) | 
|. ap ad) Debts® 2. 12r 9| 4 honoured 5610| 9 
» | » Balancec/d .. || 5,402 14] 3 bills & charges ) 
| 
7,903] X| 7 7,903| t| 7 
July 1 |By Balance b/d .. || 5,402/14| 3 


The above balance would, of course, be equal to the sum of 
the separate Sales Ledger balances, thus checking or proving 
the Sales Ledger. Special items, such as transfers of contra 
accounts, interest on overdue accounts or on renewed bills, 
cancelled bills, etc., which have been posted diréct from the 
journal, or items such as carriage paid out, etc., which have 
been posted from the Petty Cash Book, and have been 
debited or credited to any of the personal accounts in the 
Sales Ledger, must also be debited and credited to these 
Adjustment accounts. 

The journal entries for constructing the Adjustment 
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Accounts relative to the Bought Ledger would, if required, 
be as follows— 


JOURNAL. ; Dr. Cr. 
noe | Fol. i 
June 30 | General Ledger Adjustment A/c ..| BL ||625)11; 2 
To bought Ledger Adjustment A/c] GL 625/11) 2 


Total credit purchases for month as i 
per Purchases Book 


30 | Bought Ledger Adjustment A/c ..] GL 1/348) 3] € 
ToGeneral Ledger Adjustment A/c 

Cash paid to Creditors for month, 
as per Cash Book. 


ee) 
ta 
ey 
nas 
@ 
iS>) 
QD 


30 | Bought Ledger Adjustment A/c ..| GL |} 18} 6) G 

Yo General Ledger Adjustment A/c} BL 18] 6 
Discount allowed by creditors for 
month, as per Cash Book. 


a 


30 | Bought LedgerAdjustment A/c ..| GL|/150 
Toeneral Ledger Adjustment A/c} BL 150 

Acceptances for month, as per Bills 
Payable Book. 


30 | Bought Ledger Adjustment A/e ..| GL] 34/10} 6) 
ToGeneral Ledger Adjustment A/c} BL 34/10) 6 
Returns and allowances for month, 
as per Returns Outwards Book. Ll 


Note 1.—The opening balances of the two adjustment accounts would not need to be 
journalised, as they would already appearin the accounts, being brought down from the 


previous month. 
Note 2.—Similar entries to those above would also have to be made for all items that 
had been entered in the Bought Ledger through the medium of the Journal only. 


The journal entries, if necessary, for raising the Adjust- 
ment Accounts pertaining to the Sales Ledger would be the 
following— 


JOURNAL. ii Cr. 
LUee 
June 30) Sales Ledger Adjustment A/c ..../GL)/ 2,620)11/2 
ToGeneral Ledger Adjustment A/c] SL 2,620}11)/2 


Total credit sales for month, as 
per Sales Book 


30) Sales Ledger Adjustment A/c 5e\(Gak. 56} 10/9 
To General Ledger Adjustment A/c|/SL 56}10/9 

Dishonoured bills and charges for 
month, as per Cash Book. 

30} General Ledger Adjustment A/c ../SL|| 1,947|10 
To Sales Ledger Adjustment A/e |GL 1,947)10 

Cash received from Debtors for 
month, as per Cash Book. 
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JOURNAL—continued. Dy Cre 


i] 
June 30} General Ledger Adjustment A/c ..|SL 102/10) I 
To Sales Ledger Adjustment A/c |G) | | 
Discount allowed to Debtors for | 
month, as per Cash Book. 
30| General Ledger Adjustment A/c ../SL| 250) 67) 
To Sales Ledger Adjustment A/c |GL 
Bills received from Debtors for 
month, as per Bills Receivable 
Book 


To Sales Ledger Adjustment A/c |GL 
Returns and allowances for month, 


30| General Ledger Adjustment A/c ..|/SL| = 78/115 | 
as per Returns Inwards Book. | 


30| General Ledger Adjustment A/c ../SL| 121) 94) ) 
To Sales Ledger Adjustment A/c |GL | 121| 9)4 
Bad. debts written off for month, 
as per Bad Debts A/c. | | 


Note 1.—The opening balances of the two adjustment accounts would not require 
journalising, as, being brought down from the previous month, they would already exist 
in the ledger. 

Note 2.—Additional entries, similar to the above, would also have to be made for those 
tems which have gone into the Sales’ Ledger direct from the Journal or the Petty Cash Book. 


ADJUSTMENTS AT BALANCING TIME.—These include 
interest on capital, depreciation of assets, reserves for bad 
debts, discounts, and outstanding liabilities, accruing income 
and expenses, and unexpired values of payments in advance. 
The following are typical instances, and figures have been 
supposed in each case in order to illustrate the Journal 
entries necessary to bring them to account— 

(1) Interest on Partners’ Capital at 5 per cent. per annum, 

A. Brown, £2,000; R. Smith, £1,500. 
(2) Depreciation— 
Plant and Machinery £5,000, at 10 per cent. per annum. 
Furniture and Fixtures £250, at 5 per cent. per annum. 
(3) Reserve for Bad Debts, 5 per cent. of'Sundry Debtors 
£3,750. z 
(4) Reserve for Discount— 
On Debtors, 5 per cent. 
On Creditors, 24 per cent. of £1,520. 

(5) Reserve for Audit Fee £100, Income Tax £125. 

(6) Rent due from Sub-tenants, £26. 

(7) Proportion of Rent, Rates, etc., accrued due £35, 

Wages £15, Salaries £25.  * sy 
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(8) Unexpired values of Telephone Rent £20, Trade Sub- 
scriptions £3, Fire Insurance Premium {£10. 


JOURNAL. Dr. Cr. 
Wee 
Dec. 31 Interest on Capital ae 5¢ a6 175 
To A. Brown (Capital A/c) 100 
5% on £2,000 for one year 
To R. Smith (Capital A/c} .. 56 75 
5% on £1,500 for one year 
31] Depreciation .. os 50 Go 512/10 
To Plant and Machinery .. se 500 
10% on £5,000 for one year 
To Furniture and Fixtures 36 12/10 
5% on £250 for one year 
31] Profit and Loss A/c .. G0 SC 187)|10 
To Bad Debts Reserve... ote 187|10 
5% of Sundry Debtors, £3,750 
81] Profit and Loss A/c .. 36 oe 178} 2) 6 
To Reserve for Discount on Debtors 178) 2) 6 
5% of good debts, £3,562 10s. 
31 Reserve for Discount on Creditors .. 38 
To Profit and Loss A/c .. 3% 38 
24% on £1,520.. ; C0 
31| Profitand Loss A/c .. ac Bo 225 
To Reserve for Audit Fee .. ae 100 
», Reserve for Income Tax as 125 
31} Sundry Debtors for Rent... a 26 
To Rents Receivable A/c .. ar 26 
Rent accrued to date 
31) Rent, Rates, etc. oe vs ae 35 
Wages .. SE AG on os 15 
Salaries .. Bt 36 fe oe 25 
To Outstanding Expenses A/c .. 75 
Expenses accrued to date 
*31| Telephone Rent prepaid at DC 20 
Trade Subscriptions prepaid .. Be 3 
Fire Insurance nf ae ae 10 
To Profit and Loss A/c... oe 33 
Apportionment of above to date 


* These last items can also be adjusted by crediting these amounts in their respective 
accounts, and bringing them down as balances for the next year. Thus only the proper 
amount of each item applicable to the current year would be carried to Profit and. Loss, 
This way is more usual now in business, the other method being better suited to examination 
work when insufficient information is given to enable them to be treated otherwise, 
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ADMINISTRATION ORDER.—In small cases of insolvency, 
where the total liabilities of the debtor do not exceed £50, 
bankruptcy proceedings are not possible, and the court is 
empowered to make an Administration Order, and compel 
the debtor to pay the whole or a portion of his debts either 
at once, or by stated instalments, out of his earnings. 

ADMINISTRATOR.—The person appointed by the Court 
of Probate to administer the estate of a deceased person who 
died leaving no will. 

ADVANCEMENT.—A payment by a parent, during life- 
time, to a child of a portion of what the child would receive, 
as heir or beneficiary, at the death of that parent. 

ADVANCES ON CONSIGNMENT.—When a large quantity 
of goods is shipped on consignment, it is usual for the con- 
signee to remit to the consignor a certain sum of money by 
way of security, or to accept a bill drawn on him for the 
same purpose. In the case of a Consignment Outwards, the 
advance must not be put to the credit of the Consignment 
account, as it is no part of the proceeds of it, but should 
be posted to the credit of the personal account of the con- 
signee. It thus figures in the books as a liability; and this 
is the correct position, for if the consignee does not sell the 
goods, the money will have to be repaid to him. On the 
Balance Sheet the advance is sometimes shown as a liability, 
and sometimes also as a deduction from the Consignment on 
the asset side, the reason being that in the event of the con- 
signee selling the goods, the advance will count as part 
payment of the amount due. . 

As regards a Consignment Inwards, the advance will 
appear in the books as an asset, an amount due to the con- 
signee from the consignor should the former be unable to 
sell the goods. 

The term is also applied to the loans obtained from 
bankers on large consignments. In these cases the interest 
paid on the loans is a proper charge against the profits of 
the consignment. 

ADVERTISEMENTS.—In newspaper accounts these are a 
source of income, and should be so treated in the trading 
account. At balancing time an adjustment will require to 
be made; those advertisements which have been paid for, 
but have not yet appeared, must be deducted from the 
current Advertisements account, brought down to the next 
period, and be shown on the Balance Sheet as a liability. 
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ADVERTISING.—Where the money spent for this purpose 
amounts to a large sum in the course of a year, a separate 
account is opened for it, and the total carried, at balancing 
time, to the Profit and Loss Account. 

ADVERTISING SUSPENSE ACCOUNT.—A contract is 
sometimes entered into for a three or four years’ course of 
advertising, as much cheaper rates can be obtained than for 
one year. The money thus spent is posted to an Advertising 
Suspense Account, so that it shall not all be charged against 
the first year’s profits, but apportioned equally between the 
different years. The balance not written off in any year is 
carried forward to the next period, and appears on the current 
Balance Sheet on the assets side. 

AGENCY EXPENSES.—In some cases these are very 
large and numerous, necessitating a separate subsidiary 
account, which is closed to Profit and Loss at the end of the 
financial period in the usual way. 

AGENTS’ ACCOUNTS.—Goods are sometimes sent, for 
sale, to agents in different parts of the world. And where 
it is not desired to see the profit on each separate shipment, 
the transactions are not dealt with on the ordinary consign- 
ment basis. The goods, when dispatched, instead of being 
debited to a Consignment Account, are simply entered in an 
Agents’ Memorandum book, any expenses, such as insurance, 
freight, etc., being charged to their respective ledger accounts. 
The agents make returns of sales and expenses. The Sales 
Account is credited and the agents debited with the value 
of the goods sold; the expenses are debited to their proper 
nominal accounts, and the agents credited with the total. 
The balances of the respective agents’ accounts then show 
the amount to be remitted by them. The stock which the 
agents hold at balancing time is added to the stock at home 
for the purpose of the Trading Account, but shown on the 
Balance Sheet as “‘ Stock in Agents’ hands.’ In some cases 
the sale is booked up to the customer, as if the firm had 
made it, and the firm itself collects the money, an account 
being opened for the agent merely for his expenses and 
commission. 

ALLONGE.—A slip of paper pasted on the back of a bill 
of exchange, in order to make room for further indorsements 
when the usual space is already filled. The first person to 
sign afterwards must write his signature partly on the bill 
and partly on the allonge, so that the two cannot be 
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separated, otherwise the first signature on the allonge might 
be fraudulently attached to a bill of a larger amount. 
ALLOTMENT ACCOUNT.—(See ComPAny.) 
ALLOTMENT, LETTER OF.—(See Company.) 
ALLOWANCES.—These are deductions permitted from an 
account for a variety of reasons, such as short weight, 
inferior quality of goods supplied, broken or damaged 
articles, overcharge in price, etc. These allowances are very 
often made to prevent the goods being returned, and are, 
therefore, properly deducted from the purchases or sales. 
Sometimes a separate account is opened for them, but it is 
more usual to find the allowances grouped, with the returns, 
as “‘ Purchase Returns and Allowances,” “‘ Sales Returns and 
Allowances.” These allowances should never be carried to 
the Profit and Loss Account, but should be transferred 
direct to the Trading Account, as they affect the gross profit, 
increasing or decreasing it as the case may be. 
ALTERATIONS AND IMPROVEMENTS TO PREMISES. 
—This item is usually taken to mean expenditure of a capital 
nature, something materially adding to the value of the pre- 
mises, or considerably increasing its earning capacity, as 
opposed to mere repairs, which would be charged to Revenue 
or Profit and Loss. For instance, a man may own a house 
and have it converted into a shop; a merchant may add a 
new block to his present premises, or the existing buildings 
may be pulled down and larger ones built in their place. 
The cost of the improvements and alterations is sometimes 
wholly capitalised, z.¢., added to the Premises Account ; some- 
times only a part is capitalised, the balance being written 
off as a loss, at once if a small amount, but by annual 
instalments if a large one. Such apportionment depends 
very largely on the particular circumstances of each case, 
and no general rule can be laid down. 
AMORTISATION.—The redemption of loans by means of 
a sinking fund; also the gradual writing off of items of 
capital expenditure. 
AMORTISATION FUND.—Another term for sinking fund. 
(See SINKING FuND, REPAYMENT OF DEBENTURES.) 
AND CO.— 
AND CO., NOT NEGOTIABLE.— These 
AND CO., NOT NEGOTIABLE, A/C PAYEE ONLY.— 
are three of the most common crossings which appear on 
cheques, thus— 
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The object of crossing a cheque is to prevent its being 
cashed over the counter by any one who might fraudulently 
obtain possession of it. When crossed, it can only be pre- 
sented by a banker. “Not negotiable ’’ is added to the 
cheque in order to protect the owner against loss by theft. 
It does not prevent the transfer of the cheque, but it gives 
the holder no better title than the person had from whom 
he received it. If the cheque turns out to have been stolen, 
then the holder can be made to restore it to the rightful 
owner, even though the holder may have given value for it. 
A/c payee only is sometimes written across a cheque, the 
object being that the collecting banker is to place the proceeds 
to the credit of the payee’s account. Although there is no © 
provision in the Bills of Exchange Act regarding the words 
“account payee’ in connection with a crossing, it has been 
held that to disregard a direction of that kind, if the banker 
had information which might lead him to think that the 
account into which he was paying the cheque was not the 
payee’s account, would be negligence, 

ANNUAL SUMMARY OF CAPITAL AND SHARES.— 
Section 26 of the Companies (Consolidation) Act, 1908, enacts— 

(1) Every company having a share capital shall once at 
least in every year make a list of all persons who, on the 
fourteenth day after the first or only ordinary general meeting 
in the year, are members of the company, and of all persons 
who have ceased to be members since the date of the last 
return or (in the case of the first return) of the incorporation 
of the company. . 

(2) The list must state the names, addresses, and occupa- 
tions of all the past and present members therein mentioned, 
and the number of shares held by each of the existing mem- 
bers at the date of the return, specifying shares transferred 
since the date of the last return or (in the case of the first 
return) of the incorporation of the company by persons who 
are still members and have ceased to be members respectively 


29 


ANN] DICTIONARY OF BOOK-KEEPING [ANN 


and the dates of registration of the transfers, and must con- 
tain a summary distinguishing between shares issued for 
cash and shares issued as fully or partly paid-up otherwise 
than in cash, and specifying the following particulars— 

(a) The amount of the share capital of the company, and 
the number of the shares into which it is divided ; 

(b) The number of shares taken from the commencement 
of the company up to the date of the return ; 

(c) The amount called up on each share ; 

(d) The total amount of calls received ; 

(¢) The total amount of calls unpaid ; 

(f) The total amount of the sums (if any) paid by way of 
commission in respect of any shares or debentures, 
or allowed by way of discount in respect of any 
debentures, since the date of the last return ; 

(g) The total number of shares forfeited ; 

(h) The total amount of shares or stock for which share 
warrants are outstanding at the date of the return ; 

(t) The total amount of share warrants issued and sur- 
rendered respectively since the date of the last return ; 

(k) The number of shares or amount of stock comprised 
in each share warrant ; 

(1) The names and addresses of the persons who at the 
date of the return are the directors of the company, 
or occupy the position of directors, by whatever 
name called!; and 

(m) The total amount of debt due from the company in 
respect of all mortgages and charges which are 
required (or, in the case of a company registered in 
Scotland, which, if the company had been registered 
in England, would be required) to be registered with 
the registrar of companies under this Act, or which 
would have been required so to be registered if created 
after the first day of July, nineteen hundred and eight. 

(3) The summary must also (except where the company 

is a private company) include a statement, made up to such 
date as may be specified in the statement, in the form of 
a balance sheet, audited by the company’s auditors, and 
containing a summary of its share capital, its liabilities, and 
its assets, giving such particulars as will disclose the general 
nature of those liabilities and assets, and how the values of 
the fixed assets have been arrived at, but the balance sheet 
need not include a statement of profit and loss. 

* The Companies (Particulars of Directors) Act, 1917, makes it 

obligatory to_disclose particulars respecting nationality of directors. 
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(4) The above list and summary must be contained in a 
separate part of the register of members, and must be com- 
pleted within seven days after the fourteenth day aforesaid, 
and the company must forthwith forward to the registrar of 
companies a copy signed by the manager or by the secretary 
of the company. 

(5) If a company makes default in complying with the 
requirements of this section, it shall be liable to a fine not 
exceeding {£5 for every day during which the default con- 
tinues and every director and manager of the company who 
knowingly and wilfully authorises or permits the default 
shall be liable to the like penalty. 


“THE COMPANIES ACTS; 1908 to 1917.” 


Form E. A 5s. 
SUMMARY OF SHARE CAPITAL AND SHARES ees 
OF must be 
THE COMPANY, LIMITED, impressed h 
made up to the day of pal ier 


(Being the Fourteenth Day after the First Ordinary General 
Meeting in 19..) 


Nominal Share Capital, £ , divided into tone us i Sere 
Total number of Shares taken up ? to the day of 
(which number must agree with the total shown in the} 
list as held by existing members) 
Number of Shares issued subject to payment wholly in 
cash 
Number of Shares issued as "fully paid up otherwise than 
in cash 5 
Number of Shares issued as ‘partly paid up to the extent 
of £ per Share otherwise than in cash .. c 
2 There has been called up on each of ” Shares £ 


»” » op ” £ 
2 


3 Total amount of Calls received, including ah og on 
application and allotment 

Total amount (if any) agreed to be considered as ; paid on 

Shares, which have been issued as lly } 
paid otherwise than in cash die 

Total amount (if any) agreed to be considered as ‘paid on 

Shares which have been issued as partly | 
paid up to the extent of £ pershare.. ic : 

Total amount of Calls unpaid : 

Total amount (if any) of sums paid by way of Commis- ° 
sion in respect of Shares or Debentures or allowed by 
way of Discount since the date of last summary £ 

Total amount (if any) paid on ¢ Shares forfeited fa 
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Total amount of Shares and Stock for which Share 


Warrants to Bearer are outstanding .. zie Mi 
Total amount of Share Warrants to Bearer issued : 
and surrendered Secale) since date of last £ 
summary .. 
Number of Shares or amount of Stock comprised £ 
in each Share Warrant .. | 


Total amount of Debt due from the Company in respect / 
of all Mortgages and Charges which are required (or, 
in the case of a Company registered in Scotland, which, 
if the Company had been registered in England, would 
be required), to be registered with the Registrar of 
Companies, or which would require registration if 
created after the first day of July, 1908.. Ee ony ee 


1 Where there are Shares of different kinds or amounts (e.g., Preference and Ordinary, 
or oft0 and £5) state the numbers and nominal values separately. 
2 Where various amounts have been called, or there are Shares of different kinds, state 
them separately. 


3 Include what has been received on forfeited, as well as on existing Shares, 
4 State the aggregate number of Shares forfeited (if any). 


The Return must be signed at the End, by the Manager or Secretary of the Company. 
PRESENTED FOR FILING BY....-eseeeee soe 


THE X Y Z COMPANY, LIMITED. 
STATEMENT in the form of a Balance Sheet made up to the 
day of , 19.., containing the particulars of 
the Capital, Liabilities, and Assets of the Company. _ 


CAPITAL AND LIABILITIES, ASSETS. 
Nominal Capital— Freehold Land (at cost 
100,000 £1 Ordinary less depreciation) ..]| 30,000 
Shares Buildings (at cost less 
100,000 £1 6% Pre- depreciation) .. ..|} 50,000 
ference Shares Goodwill (at cost) ../| 20,000 
£200,000 Rixed Plant and 
SSS ™ Machinery (at cost 
Issued Capital— jless depreciation) ..j|| 55,000 
100,000 Ord. Shares Loose Plant and Tools 
AN - 100,000 (as valued by the 
100, 000 Pref. Company’s man- 
Shares f 1.. 100,000 agers) .. 20,000 
SS Stock-in-trade (at cost 
200,000 | as valued and certi- 
less calls fied by Company’s 
unpaid.. 500 managers) od 25,000 
—_—| 199,500 Sundry Debtors (less 
5% Mortgage Deben- Reserve for Bad 
tures— Debts and Discounts}! 22,000 
200 bonds of pas Cash in hand and at 
each .. 20,000 bank ac 10,500 
Sundry Creditors... 8,000 
Profit and Loss A/e— 
Balance thereof .. 5,000 
{|| 232,500 {| 232,500 


(Signed))2) chisrs seers. rateetets cee error 
Auditors to the Co. 
Note.—This statement is not required in the case of a private company. 
zy 
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ANNUITIES.—(See Lire and TERMINABLE ANNUITIES.) 

ANNUITY SYSTEM.—(See DEPRECIATION.) 

ANNUITY TO EMPLOYEE.—This item is sometimes found 
in accounts, and is, of course, charged against the profits. 
It is not, however, allowed as a deduction from the profits 
for the purpose of income tax assessment. 

APPLICATION AND ALLOTMENT ACCOUNT.—(See 
COMPANY.) 

APPLICATION AND ALLOTMENT BOOK.—(See Company.) 

APPORTIONMENT.—(See SUSPENSE ACCOUNT; also 
ADJUSTMENTS AT BALANCING TIME.) 

APPORTIONMENT IN EXECUTORSHIP ACCOUNTS.— 
The Apportionment Act, 1870, provides that all rents, annui- 
ties, dividends, and other periodical payments in the nature 
of income shall, like interest on money lent, be considered 
as accruing from day to day, and shall be apportionable in 
respect of time accordingly. This means that rents, interest, 
dividends, profits, etc., must be divided between the estate 
and the beneficiary, that portion accruing to and including 
date of death being regarded as capital, 7.e., belonging to 
the Estate, and the portion accruing after death being 
regarded as income, 1.é¢., belonging to the beneficiary. For 
examples of these apportionments, see under EXECUTORSHIP 
ACCOUNTS. 

The following are not apportionable: (1) The profits of 
a private partnership, (2) the profits from the voyage of a 
single ship privately owned, (3) rent payable in advance. 

Interim Dividends are regarded as being received on 
account of the whole dividend for the year, and when the 
final dividend is received, the rate for the year is ascertained 
and the apportionment made on that basis. Interim Divi- 
dends received before death, however, are capital, and can- 
not be altered, even though the apportionment may show 
that capital has received more than its proper share of the 
dividend. 

With reference to the arrears of dividend on cumulative 
preference shares, it all depends on the period covered by 
the Profit and Loss Account, out of the profits of which the 
dividends are declared payable. If this period is prior to 
death, the dividends are all capital; if subsequent to death, 
the dividends are all income; if it is the current period at 
the date of death, the dividend is apportionable between 
capital and income. 
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A quinquennial bonus or division of profits on shares in 
a life assurance company is apportionable. 

Executorship expenses must also be apportioned, those 
incurred in realising and protecting the estate being charge- 
able to capital, those connected with the carrying on of the 
estate being chargeable against income. 

The property of a deceased person’s estate sometimes con- 
sists of loans on mortgage ; and if, owing to default in pay- 
ment of interest, the security is realised and a loss sustained, 
such loss must be apportioned between principal and 
interest, both abating proportionately. 

Example of apportionment of loss on realisation of a 
mortgage security— 

Part of the estate of a deceased testator consisted of a 
loan on mortgage of {2,000 at 6 per cent. Interest was 
regularly paid up to 30th June, 19... The September 
quarter's interest not being forthcoming, the trustees entered 
into possession. On the 30th June, 19.., the property was 
sold, and realised £1,560, the expenses of sale amounting to £60. 
Show ledger account dealing with the apportionment between 
income and capital of the loss sustained. (See next page.) 

The rule laid down by the courts in re Atkinson was that 
the money received should be apportioned between capital 
and income in the proportion which the arrears of interest 
bore to the sum on loan. 

APPRECIATION OF ASSETS.—Assets sometimes appre- 
ciate, that is, rise in value, and this increase in worth is 
credited to Revenue, or Profit and Loss, and added to the 
capital value of the asset. For example, models worth £500 
may be re-valued at £600, and there would thus be an 
amount of £100 to be added to the profits. Investments 
sometimes increase in value, and a corresponding amount is 
accordingly taken credit for in the Profit and Loss Account. 
In this latter case, however, the appreciation, if taken into 
account at all—and many accountants deem it inadvisable 
—is better placed to the credit of a special Reserve Account, 
and not treated as a profit, owing to the rapid market 
fluctuations of such assets. 

In the case of goods such as wines, etc., the price increases 
according to the number of years the wines have been in 
stock. The goods may, therefore, legitimately be re-valued 
each year at an enhanced figure instead of at cost price. 
The increase in price, however, should not exceed a 
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sum equivalent to interest on the capital value of the 
goods. be 

In partnership accounts, on the admission of a new 
partner, the assets, or some of them, are occasionally re- 
valued at a higher figure, the difference in value being added 
to the various assets, and credited in the proper proportions 
to the capital accounts of the old partners. 

APPRO., GOODS ON.—When goods are sent out on 
approval they should not be entered in the Sales Book and 
posted into the Ledger like an ordinary sale, as is sometimes 
done ; but a memorandum book should be employed, and the 
particulars of the goods and the names and addresses of the 
customers entered in this, so as to avoid the possibility of 
the goods being forgotten. If, however, the transactions are 
numerous, a separate ‘‘ Appro. Day Book ’’ and a separate 
“ Appro. Ledger ’’ should be used. The customer should be 
debited with the goods sent him and credited with what he 
returns, the balance, representing what he has kept, being 
transferred to the regular Sales Day Book, and posted from 
that book to the regular Sales Ledger. 

For goods bought on approval no entry need be made. 
The goods not wanted will be sent back, and for those 
retained a purchase invoice will be received in due course. 
This will be passed through the Bought Book to the Bought 
Ledger in the usual way. 

APPROPRIATION ACCOUNT.—(Sometimes called Profit 
and Loss Appropriation Account, Net Revenue Account, and 
also Proposed Appropriation of Profit Account, as being the 
distribution of profit proposed by the directors, subject to 
the approval of the shareholders in general meeting.) This 
is a second division of the Profit and Loss Account, usually 
employed in company accounts, in order to show the total 
profits available for distribution and how they will be 
appropriated or disposed of. The first item in the account 
is the credit (sometimes debit) balance brought forward 
from the previous year. On the credit side is then placed 
the net profit of the current year and any other profits which 
have not been included in the Profit and Loss Account. On 
the debit side is the Managing Director’s Remuneration 
(generally a percentage of the profits), the Directors’ fees 
(when these have to be voted and are not fixed by the 
Articles of Association), the proposed transfer to the 
Reserve Fund Account, the amounts required for Dividends 
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(Preference, Ordinary, etc.), and the balance to be carried 
forward. For an example see TRADING ACCOUNT OF A 
COMPANY. . 

In some companies, in order to make the profits appear as 
large as possible, debenture interest and depreciation of the 
various assets are included in the Appropriation Account. 
From an accountant’s point of view, this is not correct; for 
such items are really charges against the profits, not appro- 
priations of it, and should, therefore, be shown in the Profit 
and Loss Account. 

APPROXIMATE (OR ESTIMATED) STOCK ACCOUNT.— 
In some businesses it is necessary for the proprietors or 
directors to know at any time the value of the stock on 
hand, at least approximately, without going through the 
long and tedious process of stock-taking. Where the rate 
of gross profit is a fixed percentage of the selling price, a 
fairly accurate result may be obtained by adding to the 
stock at start the subsequent net purchases, and deducting 
from the total the net sales for the same period, after reducing 
them by the said percentage of gross profit. 


Example— 
Dr. APPROXIMATE STOCK ACCOUNT. Crs 
LO. ee 
Jan. 1 | To Stock . «|| 3,000 Jan. 31| By Sales (less 
Gil », Purchases | returns) 1,000 
(less re- less 25% 250 
turns) ..|| 600 —|— 
750 
», Balance 
(estimated 


stock) c/d|| 2,850 


Feb. 1 | To Balance 
(present 2,850 
Stock) iene 


Such accounts enable approximate Trading and Prcfit and 
Loss Accounts to be prepared, which the directors of some 
businesses require to be submitted to them monthly. They 
are also useful when making claims on insurance companies 
for loss of stock-in-trade by fire. 

ARREARS OF DIVIDEND ON CUMULATIVE PREFER- 
ENCE SHARES.—These are usually stated at the foot of the 
Balance Sheet as a contingent liability ; for, in the event of 


39 


ART] DICTIONARY OF BOOK-KEEPING [ASS 


there being profits available for dividend, the company will 
have to pay these arrears before distributing dividends to 
holders of other classes of shares. 

ARTICLES OF ASSOCIATION.—A set of rules or by- 
laws drawn up to govern the internal working of a company. 
They regulate the issue of capital, the transfer and forfeiture 
of shares, the holding of meetings, prescribe for the keeping 
of the accounts and the audit of same, define the powers 
and duties of directors, the rights of shareholders infer se, 
etc. Where a company does not frame articles of its own, 
a model set of articles, called Table A, provided in the Com- 
panies (Consolidation) Act, 1908, becomes compulsory, and 
must be adopted by such company. 

Articles of Association must be registered with the Memo- 
randum of Association, and in the case of companies 
registered after the commencement of the 1908 Act with 
articles of association, such articles must, by Section 1], 
expressly exclude or modify the regulations in Table A; 
otherwise these will be held, where applicable, to be the 
regulations of the company. By Section 12, articles must 
(a) be printed, (5) be divided into paragraphs numbered con- 
secutively, (c) bear a deed stamp, (d) be signed by each sub- 
scriber of the memorandum of association. Section 13 allows 
a company, by special resolution, to alter or add to its 
articles. 

ASSETS.—Property of any description, including goods, 
money, book debts, and bills receivable, etc., Assets are of 
various kinds :— 

Fixed Assets.—Those which it is intended to keep in the 
business for the purpose of earning income, such as Plant, 
Machinery, Horses, Carts, Lease, Goodwill. These form the 
Fixed Capital. 

Floating Assets.—Those which are acquired for the purpose 
of sale and subsequent conversion into money, such as Stock, 
Bills Receivable, Book Debts, etc. These constitute the 
Floating or Circulating Capital. 

Note.—The same assets may be both fixed and floating 
according to circumstances. Thus, horses to a horse dealer 
would be a floating asset; to an omnibus company a fixed 
asset; investments to a stockbroker would be a floating 
asset ; to an ordinary merchant a fixed asset ; land to a land 
company would be a floating asset ; to a manufacturing com- 
pany a fixed asset. The difference is that in the one case 
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the asset is held permanently, and in the other case merely 
for re-sale. 

Wasting Assets.—Those assets of a fixed nature which 
decrease in value through wear and tear, and for which it is 
necessary to provide for depreciation, such as Plant and 
Machinery, etc.; or those which become valueless through 
effluxion of time, such as a Lease, Patents, etc. 

Fictitious Assets.—This is a term applied to those items 
which appear on the asset side of a Balance Sheet, but 
which do not represent value, or which cannot be realised, 
such as a debit balance of Profit and Loss Account, 
Unexpired Insurance, Preliminary Expenses not written 
off, etc. 

Liquid Assets.—Those assets which are readily convertible 
into cash, and thus are immediately available for meeting 
liabilities ; such as Cash, Bills Receivable, Investments. 

ASSURANCE (LIFE) COMPANIES’ ACCOUNTS. The 
term assurance seems now to be restricted to companies 
doing life business, in which the happening of the event is a 
certainty ; and the term insurance to companies doing other 
kinds of business, such as fire, or accident, in which the 
happening of the event is merely a contingency. 

This distinction is adopted in the Assurance Companies 
Act, 1909, which now governs such companies, and which 
defines life assurance business as ‘‘the issue of, or the 
undertaking of liability under, policies of assurance upon 
human life, or the granting of annuities upon human 
life.”” 

Deposit of £20,000.—Section 2 says every assurance com- 
pany shall deposit and keep deposited with the Paymaster- 
General for and on behalf of the Supreme Court, the sum of 
£20,000, the said money to be invested in securities approved 
by the Court, and the interest accruing thereon to be paid to 
the company. 

Life assurance is ‘‘a contract by which the assurer, in 
consideration of certain payments, either in a gross sum, or 
by annual payments, undertakes to pay to the person for 
whose benefit the assurance is made, a certain sum of money 
or annuity, on the death of the person whose life is assured.” 
By the modern system of endowment policies, payment is 
often stipulated to be made either on the death of the person 
assured, or after the lapse of a specified number of years, 
whichever happens first. 

4] 
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Kinds of Companies.—Life Assurance Companies are of 
two kinds— 

(1) Mutual Companies.—Those in which there are no 
shareholders, or proprietors, as they are sometimes called, 
the whole of the profits being consequently divisible among 
the policy holders. 

(2) Proprietary Companies.—Those established by special 
Act of Parliament, or under the Companies Acts. In these 
the profit is divided in certain proportions between the policy 
holders and the shareholders, the former receiving a bonus, 
and the latter a dividend. There are also subdivisions into 
(a) Ordinary Life Companies, in which the premiums are pay- 
able quarterly, half-yearly, or annually; and (0d) Industrial 
Life Companies, in which the premiums are small sums 
payable weekly or monthly. 

Mode of Procedure.—Life assurance is effected by a person 
filling up a proposal form, in which the questions must be 
answered with the greatest care, as failure to disclose material 
facts may render the policy void. This form constitutes an 
offer to the company, and, if satisfactory, is followed by an 
acceptance letter, and later on by the policy, which is a 
document containing the contract. The company under- 
taking the assurance is called the assurer, and the party for 
whose benefit, it is effected is termed the assured; the con- 
sideration for the company undertaking the assurance is 
said to be the premium. The first payment is called the 
first premium, subsequent ones being termed renewal pre- 
miums, Thirty days of grace are allowed in the case of a 
life policy, and in the event of non-payment the policy 
becomes void. But should death occur during this interval, 
the policy still holds good, and the renewal premium will be 
deducted from the amount of the claim. Single premiums 
are payments made in one lump sum to cover a policy of 
several years’ duration. 

Policies.—These may be for (a) whole life, with or without 
profits; (b) endowment, with or without profits, that is, 
payable during the lifetime of the assured on his reaching 
a certain age, or after death, if that takes place previously. 

Insurable Interest.—To prevent a “‘ mischievous kind of 
gaming”? which had sprung up in connection with life 
assurance, a statute was passed in 1774, which enacted— 

(1) No insurance shall be made by any person or persons, 
bodies politic or corporate, on the life or lives of any person 
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or persons, or on any other event or events whatsoever, 
wherein the person or persons for whose use, benefit, or on 
whose account such policy or policies shall be made, shall 
have no interest, or by way of gaming or wagering, and 
every assurance made contrary to the true intent and mean- 
ing hereof shall be null and void to all intents and purposes 
whatsoever. 

(2) It shall not be lawful to make any policy or policies 
on the life or lives of any person or persons, or other event 
or events, without inserting in such policy or policies the 
person or persons’ name or names interested therein, or for 
whose use, benefit, or on whose account such policy is so 
made or underwritten. 

(3) In all cases. where the insured hath interest in such 
life or lives, event or events, no greater sum shall be 
recovered or received from the insurer or insurers than the 
amount or value of the interest of the insured in such life 
or lives, or other event or events. 

A person may assure his own life, however, for any 
amount. A creditor may assure his debtor’s life for the 
amount of his debt. A beneficiary may assure his trustee ; 
a husband, his wife; a wife, her husband. 

Assignment of Policies—By an Act passed in 1867 a life 
policy can be assigned or transferred to another party. This 
power enables a person to assure his own life, and then 
transfer the policy to another person for the latter’s benefit ; 
which could not be done directly, owing to the absence of 
insurable interest. 

Surrender Value.—After the payment of the first three 
annual premiums, a life policy becomes a marketable 
security, as a surrender value then accrues. The surrender 
value of a policy is the sum of money which the assurance 
company is willing to pay to the assured to return his policy 
to the company, and thus extinguish their liability to him 
under it. The surrender value, being a certain percentage 
of the premiums paid, increases from year to year. The 
two principal causes of surrenders are (1) that the reason 
for taking out the policy no longer exists; (2) through 
financial difficulties the payment of the premiums cannot be 
continued. 

Loans on Policies.—Where the surrender value is suff- 
ciently large, a policy holder may obtain from the company, 
or from private individuals, a loan on the security of his 
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policy, the rate of interest varying from 4 to 5 percent. In 
business houses life policies are often deposited with bankers 
in order to obtain an overdraft. 

Agents’ Commission.—The sum paid to ageuts for the new 
business introduced by them and also upon the premiums 
they collect. 

Over-riding Commission.—The commission paid to district 
agents and branch managers on the business (new and 
renewals) effected by agents whom they have introduced to 
the company. 

Claims.—These may be of two kinds— 

(1) Those arising from death ; 

(2) Those arising from endowment policies matured. The 
old statutory forms did not make any distinction between 
the two, though the published revenue accounts of life com- 
panies often did so. In the new forms the two are to be 
shown separately. 

Bonuses.—lIn life assurance these may be of two kinds— 

(1) A cash bonus, that is, a sum of money returned in 
cash to the person assured ; or 

(2) A reversionary bonus, that is, a certain sum added to 
the value of the policy, and payable on the maturity of the 
policy, together with the original sum assured. 

A bonus may also take the form of a reduction in the 
rate of future premiums. Bonuses, of course, only apply 
to policies of assurance effected “‘ with profits.” 

Re-assurances.—Every company has a limit of risk that 
it will take on any one policy ; and when, therefore, it issues 
a policy for a greater amount than this limit, it assures the 
balance with another company at a liberal trade discount 
off the usual rates. This process is termed re-assuring, and 
the premiums so paid are called re-assurances. A company 
may also accept the surplus risks, or a portion of them, of 
other companies. Thus re-assurance premiums may be 
received as well as paid. And to the company accepting 
the surplus risk, or a portion of it, the re-assurance premiums 
are technically known as guarantees or guarantee premiums. 

Life Fund.—The life fund exists exclusively for the benefit 
of the life policy holders, and cannot, therefore, be utilised 
for the purpose of discharging other liabilities of the company. 
The life funds have to be separately invested in the names of 
a body of specially appointed trustees, and are appropriated 
exclusively as a provision for the liabilities under life assurance 
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and annuity policies. In the case of the life funds being 
insufficient, the policy holders have a claim upon other funds of 
the company, and also upon its uncalled capital (if any). 

Income and Expenditure.—Broadly speaking, the income of 
a life assurance company may be said to consist of (a) pre- 
miums ; (0) rents, interest and dividends on loans and invest- 
ments ; and the expenditure to comprise (a) claims, (b) working 
and management expenses. 

Books of Account.—The books generally employed in a life 
assurance office are— 

(1) General Cash Book, for daily totals, with two sub- 

sidiary cash books, having columns for analysis. 

(a) Cash Received Book, for premiums, interest, and 
dividends on loans and investments, loans repaid, 
branch and agency remittances, etc. 

(5) Cash Paid Book, for claims, annuities, bonuses, 
surrenders, loans, investments, re-assurances, 
management expenses, etc. 

(2) Petty Cash Book, for small disbursements. 

(3) Bills Receivable and Payable Books. 

(4) Investments Journal and Ledger. 

(5) Loans Journal and Ledger. 

(6) General Journal and Ledger. 

(7) The usual company books (where there is a share 

capital). 
There are also numerous departmental books, such as pre- 
mium registers, commission books and ledgers, claims books, 
branch and agency books and ledgers, etc. 

Actuarial Valuation.—This is prescribed by law (Section 5 
of the 1909 Act), and must take place at least once in five 
years, but may be done at shorter intervals. The following 
is the form set out in the Act— 


VALUATION BALANCE SHEET. 


na Elian £ 
Net liability under Life Life Assurance and 
Assurance and Annuity Annuity Funds .. 
transactionS 47s Deficiency (if any) .. 


Surplus (if any) .. 


Profit.—A Valuation Balance Sheet is prepared by an 
actuary, usually every five years, in order to ascertain the 
net liabilities under assurance and annuity transactions ; 
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and the excess of the life assurance and annuity funds over 
these net liabilities is considered to be profit. This profit is 
then brought into the books by debiting the amount to the 
life assurance and annuity accounts (thus reducing them to 
the actual liability), and crediting it to Profit and Loss 
Account. There is, therefore, no yearly profit and loss 
account, the annual income and expenditure account being 
merely balanced, and the balance, representing the amount 
of funds in hand, carried forward year by year until the 
quinquennial valuation takes place. 

Published Accounts.—Prior to the passing of the Life 
Assurance Companies Acts, 1870-1872, which first instituted 
an income and expenditure account, the presentation of 
accounts was on a cash basis. Receipts and payments were 
included whether they belonged to the current year, the 
previous year, or a subsequent year ;. money lent and invest- 
ments in securities were shown as expenditure; the repay- 
ment of loans and the proceeds of sales appeared as income. 
The result was simply a confused and obscure mass of figures. 
The Assurance Companies Act, 1909, enacts in Section 4 as 
follows— 


Every assurance company shall, at the expiration of each 

financial year of the company, prepare— 

(a) A revenue account for the year in the form or forms 
set forth in the First Schedule to this Act, and 
applicable to the class or classes of assurance business 
carried on by the company ; 

(b) A profit and loss account in the form set forth in the 
Second Schedule to this Act, except where the com- 
pany carries on assurance business of one class only 
and no other business ; 

(c) A balance sheet in the form set forth in the Third 
Schedule to this Act. 

The prescribed forms, it will be noticed, differ from the form 
generally employed by companies registered under the 
Companies Acts in two respects— 

(1) In the Revenue Account, income and expenditure, and 
in the Profit and Loss Account, losses and gains, are 
placed on the opposite sides to what is usually 
considered the correct way. 

(2) In the Balance Sheet, details, under specified head- 
ings, are required as to the mortgages, loans, and 
investments. 
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Example.—From the following particulars prepare Revenue 
Accounts and Balance Sheet of the United Kingdom Life 
Assurance Co., Ltd., for the year ending 31st Dec., 19..— 


£ 

Mortgages on property within the United aca oa .. 12,525,000 
Deposit with the High Court—Securities  .. oe 20,000 
British Government Securities Bc oe ac .. 3,495,000 
Foreign Government Securities fe é At -. 3,715,000 
Indian and Colonial Government Securities | 6,235,000 
Freehold and Leasehold Property nee the Company’ 5 

offices at cost less feergesvon oe ae -. 2,525,000 
Life Interests as 6 ae be se oa -. 1,475,000 
Reversions An oe ae A, ee 99,500 
Freehold Ground ‘Rents Bic de oe 2 -- 3,215,000 
Leasehold Ground Rents Sr : Ac cae 9,500 
Loans on parochial | and other public rates . . 14,475,000 


Loans on company’s policies within their surrender values 3,305,000 
Shareholders’ Capital (10,000 shares of £100 each, fully paid) 1,000,000 
Railway and other Debentures and Debenture Stocks— 


home and foreign .. ae -. 9,515,000 
Claims admitted or intimated, ‘put not ‘paid . oe “iG 155,500 
Railway, Gas, and Water Co. Stocks.. ae oe -. 6,485,000 
Metropolitan Water Board Stocks .. ok a -. 385,000 
Sundry Creditors Rig Ae ac oe 545 
Cash on Deposit sf Se -. 250,000 
Cash in hand and on current account | si sf as. stated 
Annuities due and unpaid... es Se a Se 3,500 
Outstanding Premiums ar -. 221,500 
Outstanding Dividends, Interest, and Rents cic -- 250,000 
Furniture and Fixtures ee ¢ ats oe 23,950 
Policy Stamps ., aX ie se we 4,050 
Interest accrued, but not payable _ - P= =» | 279,500 
Agents’ Balances : i at ae x .. 820,000 
Investment Reserve Fund .. * er Be -- 1,000,000 

(1) INDUSTRIAL BRANCH. 
Life Assurance Fund, 1 Jan.,19..  .. : ae 27,500,000 
Claims under Policies paid and outstanding. . A -. 2,550,000 
Fines, Fees, etc.. a “ on 6,000 
Surrenders, including surrenders of Bonus .. 55 Ee 155,000 
Bonus to Superintendents and Agents 3% Bi ie 32,000 
Premiums 6 an ae ar Pi a0 .. 5,325,000 
Commission . ate ee -. 1,555,000 
Dividends and Bonus to Shareholders | te a ere 450,000 
Management Expenses. . -- 850,000 


Interest, Dividends, and Rents, £l, 220, 400, less tax ae 71,190 


(2) ORDINARY BRANCH. 
Life Assurance Fund, 1 Jan., 19. 35,500,000 
Claims under policies paid and outstanding (after deduction 
of sums re-assured) :— 


(a) by deaths.. 5 oe rs -- 1,050,000 
(b) by endowments matured ote Be .. 1,650,000 
Assignment Fees, Fines, etc. .. axe roe ee on 8,000 
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Surrenders, including surrenders of Bonus .. ns £365,000 
Bonus in Cash to Policy holders a ae -» — 125,000 
Premiums (after deduction of re-assurance premi iums) -. 4,550,000 
Commission aie 5 es ois ae 245,000 
Management Expenses. . : 115,500 
Interest, Dividends, and Rents, ale 436, 080, ‘less tax 4 83,713 
Transfer to Investment Reserve Fund o* : 220,500 
(3) ANNUITY AccouUNT. 
Amount of Fund at 1 Jan., 19. ree 36 56 we 855,500 
Consideration for Annuities granted . Oe 145,250 
Interest, Pa ae and Rents, £250 040, less. tax 2,219 
Annuities g A oh ° 115,500 
Surrenders we Ake Be 725 
Commission a ate a6 be ¢ te 1,525 
Expenses of Management sis ee a Ab 36 1,220 
REVENUE ACCOUNTS 
For the year ending 31 Dec., 19... 
(1) INDUSTRIAL BRANCH. 
& ; 5) eed 
Life Assurance Fund at Claims under Policies 
ajian. 19 -| 27,500,000 paid and outstanding | 2,550,000 
ied ae RA ae 5,325,000 | Surrenders, including sur- 
Interest, Dividends, and renders of Bonus 155,000 
Rents— Bonus to Superintendents 
Gross - £1,220,400 and Agents. . 3 32,000 
Less Tax 71,190 Commission . 1,555,000 
1,149,210 | Management Expenses. . 850,000 
Fines, Fees, etc... 6,000 | Bonus and Dividends to 
Shareholders 450,000 
Life Assurance Fund at 
end of year. . .| 28,388,210 
£| 33,980,210 £| 33,980,210 
ee or ee 
(2) ORDINARY BRANCH. 
£ ‘a & 
Life Assurance Fund at Claims under Policies 
Dean 10s armen ens (00,000,000 paid and outstanding 
Premiums (less  re-assur- (less re-assurances)— 
ances) Sides’ uctan tet 45900, 000 (a) by deaths 1,050,000 
Interest, Dividends, and (b) by endowments ..} 1,650,000 
Rents— Surrenders, including sur- 
Gross .. £1,435,080 renders of Bonus 365,000 
Less Tax 83,713] 1,351,367 | Bonus in Cash to Policy 
a holders ote) ene 125,000 
Assignment Fees, Fines, etc. 8,000 | Commission ‘ 245,000 
Management Expenses. . 115,500 
Transfer to Investment 
Reserve Fund ‘ 220,500 
Life Assuranee Fund at 
end of year. . -| 37,638,367 
41,409,367 


£| 41,409,367 


ap 
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(3) ANNUITY ACCOUNT. 
ig 
Amount of Fund at 1 Jan., Annuities 115,500 
19% . 855,500 | Surrenders PAS 
Consideration for ‘Annuities Commission T525 
granted .. 145,250 | Management Expenses... 1,220 
Interest, Dividends, ‘and Amount of Fund at end 
Rents— of year.. g 917,601 
Gross . £38,040 
Less Tax .. 2,219 
35,821 
£|_ 1,036,571 £| 1,036,571 
BALANCE SHEET AS AT 31ST DEC., 19... 
LIABILITIES. fs ASSETS. £ 
Shareholders’ Capital 1,000,000 | Mortgages on Property 
Life Assurance Funds : — within the United 
Industrial Branch... .| 28,388,210 Kingdom -| 12,525,000 
Ordinary Branch .. -| 37,638,367 | Loans on Parochial and 
Annuity Fund .. . 917,601 other Public Rates ../ 14,475,000 
Investment Reserve Fund 1,000,000 | Loans on Company’s poli- 
—————- | cies= within their ‘sur- 
Total Funds -| 68,944,178 render values 3,305,000 
Investments— 
Claims admitted or inti- Deposit with High Court 20,000 
mated, but not paid 155,500 ] British Govt. Securities} 3,495,000 
Annuities due and unpaid 3,500 | Indian and Colonial 
Sundry Creditors .. .. 545 Government Securities} 6,235,000 
Foreign Government 
Securities .. 3,715,000 
Railway and other De- 
bentures and Deben- 
ture Stocks— home 
and foreign 9,515,000 
Railway Gas and Water 
Co. Stocks... 6,485,000 
Metropolitan Water 
Board Stocks .. . 385,000 
Freehold Ground Rents 3,215,000 
Leasehold Ground 
Rentse.- 9,500 
Freehold and Lease- 
hold Property (includ- 
ing Co.’s offices at 
cost less depreciation)} 2,525,000 
Life Interests 1,475,000 
Reversions .. 99,500 
Agents’ Balances . 320,000 
Outstanding Premiums 221,500 
A Interest, 
Dividends, and Rents 250,000 
Int. accrued not payable 279,500 
Cash on deposit 250,000 
Cash in hand and on Cur- 
rent Account 275,723 
Furniture and Fixtures 23,950 
Policy Stamps 4,050 
£ 69,103,723 £| 69,103,723 
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AUDIT.—Section 112 of the Companies (Consolidation) 
Act, 1908, enacts— 

(1) Every company shall at each annual general meeting 
appoint an auditor or auditors to hold office until 
the next annual general meeting. 

(2) If an appointment of auditors is not made at an annual 
general meeting, the Board of Trade may, on the 
application of any member of the company, appoint 
an auditor of the company for the current year, and 
fix the remuneration to be paid to him by the 
company for his services. 

(3) A director or officer of the company shall not be 
capable of being appointed auditor of the company. 

A person other than a retiring auditor cannot be appointed 

auditor at an annual general meeting, unless the shareholder 
who proposes to nominate him has given notice of such 
intention to the company fourteen days before the meeting. 
The first auditors of the Company may be appointed By the 
directors, who may also fill any casual vacancy. 

Section 113 of the same Act says— 

(1) Every auditor of a company shall have a right of access 
at all times to the books and accounts and vouchers 
of the company, and shall be entitled to require from 
the directors and officers of the company such informa- 
tion and explanation as may be necessary for the 
performance of the duties of the auditors. 

(2) The auditors shall make a report to the shareholders 
on the accounts examined by them, and on every 
balance sheet laid before the company in general 
meeting during their tenure of office, and the report 
shall state— 

(a) whether or not they have obtained all the 
information and explanations they have required ; 
and 

(6) whether, in their opinion, the balance sheet referred 
to in the report is properly drawn up so as_ to 
exhibit a true and correct view of the state of the 
company’s affairs according to the best of their 
information and the explanations given to them, 
and as shown by the books of the company. 

The balance sheet must be signed by two directors 
and the auditors’ report attached to it, or else refer- 
ence must be made at the foot of the balance sheet 
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to the auditors’ report, which must be read before 
the company in general meeting. 

AUDIT FEE.—A separate subsidiary account is some- 
times opened for this item, but very often it is merged with 
legal fees, and appears under the heading of “Legal and 
Accountancy Fees.” It is closed to Profit and Loss. 

A Reserve for Audit Fee is usually made, in order that the 
auditor’s charges may appear in the same set of accounts 
which he is called upon to investigate. If this were not 
done, the audit fee for one year would appear in the next 
year’s accounts, as the auditor cannot charge for the work 
before he has completed it; and he may not be called in ~ 
until all the books are balanced and the accounts prepared. 

AUTHORISED CAPITAL.—(Sce Company.) 

AVERAGE DUE DATE.—This is the mean, or equated, 
date on which a single amount can be paid in lieu of several 
payments on different dates. 

It is used in the payment of bills, in the settlement of 
contra accounts, and for calculating interest (a) on the 
realisation of book debts in a partnership liquidation, (b) on 
partners’ drawings. 

The process of working is as follows— 

(1) Take any convenient date, preferably the first due 
date of the transactions, as a starting-point. 

(2) Multiply the amount of each transaction by its 
number of days from the starting-point. Fractions of a 
pound under ten shillings are ignored; fractions of a pound 
of ten shillings and over are counted as another pound. 

(3) Add up these various products into one total. 

(4) Add up the amounts of the various transactions into 
one total. 

(5) Divide the total of the products by the total amount 
of the transactions. 

(6) The result will be the number of days that the average 
due date is from the starting-point. This date can then be 
calculated, fractions of a day being ignored. 

Example 1.—A merchant has accepted bills for the following 
amounts which fall due as under— 

Feb. 1. £300 due 4th April; 
» 3 £250 due 6th May ; 


Mar. 8. £225 due 11th June; 
10. £420 due 13th July. 


He now wishes to have these bills cancelled, and to accept a 
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new bill for the whole amount payable on the average due 
date. Ascertain this date. 


Starting-point is April 4th. 


April 4 = 0 days from starting-point. 
Ma 6 eS 32 ” ” ” ” 
June li= 68 re os a 3 
July 13 = 100 - _ + 


(300x 0) + (250x 32) + (225x 68) + (420x 100) 
Average due date = ———————_—  —_—_—_—_——. 
300. 12508 4: = 225 ~ 4420 


days from starting-point. 


0+ 8,000 + 15,300 + 42,000 65,300 


from starting-point, that is, from April 4th = 29th May. 
Example 2.—B. Black sells goods to W. White as follows— 


Jan. Ist, £200; Feb. 15th, £150; Mar. 22nd, £175. 
He also buys goods from W. White as under— 
Jan. 2Ist, £150; Mar. 2nd, £225; April 11th, £70. 


B. Black allows two months’ credit, but W. White allows 
only 1 month. Both parties, however, desire settlement at 
the equated date. When will this be ? . (See page 59.) 


BAD DEBTS.—These are debts which appear in the books 
of a firm, the money for which will never be received, owing 
(a) to the debtor’s insolvency or (b) to his absconding and 
leaving no trace of his whereabouts, or (c) to the fact that 
the debt has become statute barred, that is, not legally 
recoverable after a lapse of six years. 

Bad debts arise from various causes. Business people 
often overtrade, that is, buy beyond their means; or they 
give credit recklessly, not making proper inquiries as to the 
status of the buyer; or, again, a depression in trade will 
sometimes embarrass them financially. 

A person is said to be insolvent when he cannot pay his 
liabilities in full; but he is not, strictly speaking, a bankrupt 
until he has been declared insolvent by the bankruptcy 
court. 

A debtor will sometimes make a composition with his 
creditors, that is, a legal arrangement whereby each 
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agrees to accept a part of his debt in full settlement of the 
whole of it. Sometimes also a debtor will go through the 
bankruptcy court, and have his estate realised with a view 
to paying a dividend, that is, a distribution or division of 
the proceeds among his creditors in proportion to their 
respective debts. In some cases, however, a debtor has no 
property to realise, and in these circumstances the creditors, 
of course, receive nothing. 

If the whole of a debt is bad, then the full amount must 
be written off, 7.¢., transferred to the Bad Debts Account, 
and finally to the Profit and Loss Account. 

Example 1.—J. Simpson owes me £72. There is no likeli- 
hood of the money or any part of it being paid, so‘it is 
decided to write off the debt as a total loss. Make the 
necessary entries in the books, and show the Ledger Accounts 
affected. 


JOURNAL. Dr. Cr. 
Bad Debts A/c Ss ore salt 22 
To J. Simpson .. 72 
Transfer of above amount now w wholly 
| irrecoverable. 
LL 
LEDGER. 
Dr. J. SIMPSON. Cr. 
To Balance .||72 By Bad Debts A/c ..||72 


Dr, BAD DEBTS. Cr. 
l a 
[To J.Simpson.. ..|72 By Profit & Loss A/c ||72 | 

Dr. é PROFIT AND LOSS. Cr. 

To Bad Debts.. (72 | | 


61 


BAD] DICTIONARY OF BOOK-KEEPING [BAD 


If only part of the debt is bad, the other part being paid 
in cash, then a Cash Book entry will be required in addition 
to the Journal entry. 

Example 2.—J. Simpson owes me £72. He arranges to 
pay his creditors a composition of 7s. 6d. in the {. This is 
agreed to, and the money duly received. Make the necessary 
entries in the books, and show the Ledger Accounts affected. 

Seven shillings and sixpence is °° or ofa f. Therefore, 
5 of the debt will be bad. 


oe CASH BCOK. Cr 
To J. Simpson } 27 
(FOE L72) Fi. 
JOURNAL. Dr. Cr. 
: | 
Bad Debts A/c We a -.|| 45 
To J. Simpson .. 45 
§ of debt, £72, irrecoverable 
LEDGER. 
Dr. J. SIMPSON, Cr. 
To Balance ae 2 af Cashier ; : 7 
, Bad Debts Mig 45 
72 Lee 
: ge cre est —— 
Dy. BAD DEBTS. Cr. 
— — : 
To J.Simpson.. .. ‘ By Profit & Loss A/c |\45 
Dr. PROFIT AND LOSS. Cr 
To Bad Debts..  ../|45 | | | 
| 
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BAD DEBTS WRITTEN OFF AND AFTERWARDS 
RECOVERED.—It may and does sometimes happen that 
a person who becomes insolvent or bankrupt and pays his 
creditors perhaps only a very small portion of their debts, 
in after years comes into possession of means and decides 
to pay off the balance. He is under no legal obligation to do 
so, as a discharge from bankruptcy releases him from all the 
debts proved in the bankruptcy. 

From a book-keeping point of view the question arises as 
to what entries, under such circumstances, shall be made in 
the books. Theoretically the amount should be posted 
straight from the Cash Book to the Capital Account, so 
that it shall not interfere with the finding of the true profit 
for the current year ; and in an exercise this can often be done. 
In actual practice, however, this is scarcely possible, for the 
book-keeper will rarely be allowed access to the Private 
Ledger. A very common method of procedure is to put the 
amount to the credit of the Bad Debts A/c; but this is not 
advisabie, since it reduces the total of the Bad Debts to a 
fictitious figure, and thereby prevents a proper comparison 
with other years. A better wayis to open aseparate account 
entitled ‘‘ Bad Debts Recovered,’’ and to post the item to the 
credit of same, closing this account ultimately by transfer 
to Profit and Loss. The net profit for the year should, how- 
ever, be shown before this amount is included, as otherwise 
it will falsely increase such profit. 


Example 3.—A. Brown, who was adjudicated a bankrupt 
four years ago, owed me the sum of £56. On realisation of 
the estate a first and final dividend of 5s. in the £ was paid 
to his creditors. A. Brown now sends me a cheque for the 
balance. Show how you would treat this item in the books 
and in the Profit and Loss Account. 


Dr. CASH BOOK. Cr. 


To Bad Debts Re- | 
covered | 


(A. Brown, # of £56) 42 


Dr. BAD DEBTS RECOVERED. Cr. 


To Profit & Loss ..||42 42 


By Cash (A. Brown) 
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Dr. PROFIT AND LOSS. Cr. 
To Sundry Ex- By Gross Profit 
Bo. (say) ..|| 500 (Gaye eae 800 
, Net Profit c/d 300 : 

“800, | 800 

To Capital A/c. 342 By Net Profit. b/d 300| | 

,, Bad Debts Re- 

covered aA 42 
342, || 342] 


BAD (OR DOUBTFUL) DEBTS RESERVE. —This is a 
charge made against the profits in order to make provision 
- for possible bad debts. The required amount is either the 
total of a specially compiled list of doubtful debts, or a 
certain percentage of the total debtors. Sometimes the 
amount reserved is a small percentage (4 or 1 per cent.) of 
the turnover; but this is hardly correct, as the bad debts 
stand in direct relation to the debtors and not to the total 
sales. The latter might include a lot of cash transactions ; 
and even if only credit transactions were taken into con- 
sideration, some of these might already be paid for at the 
time of creating the reserve. 

Object of Making a Reserve.—This is that the debtors shall 
appear on the balance sheet at as nearly as possible their correct 
value. On the balance sheet, therefore, the reserve, although 
a credit balance, is not placed on the liabilities’ side, but 
is shown as a deduction from the debtors on the assets’ side. 

Ways of Constructing a Reserve.—There are two ways in 
vogue— 

(1) The amount of the reserve is debited to the Bad Debts 
Account and credited to a Bad Debts Reserve Account. 
Sometimes, however, the reserve is brought down as a credit 
balance in the Bad Debts Account itself. But this is mis- 
leading, as an item Bad Debts, credit balance, appearing in 
a trial balance would most likely be taken to be some Bad 
Debts recovered instead of a reserve. 

(2) The amount of the Reserve is debited direct to Profit and 
Loss Account, and credited to a Bad Debts Reserve Account. 

The objection to the first way is that the amount is not an 
actual bad debt, but only a possible bad debt ; and we are, there- 
fore, showing a fictitious amount for bad debts, and rendering 
all comparisons of amounts for different years inaccurate. 
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The second way offers difficulties at times, especially to a 
student working an exercise. If required to create a Bad 
Debts Reserve, he must either wait until he comes to the 
Profit and Loss Account, or else he must open a Profit and 
Loss Account before he has taken out his trial balance ; and 
this is considered improper. 

Ways of Dealing with the Reserve and the Bad Debts 
Account.—With regard to this— 

(1) The Bad Debts are transferred to the Reserve made 
specially for them, and the balance of the Reserve then 
raised to the amount required for the new reserve, by 
debiting Profit and Loss with the difference and crediting it 
to the Reserve. Should, however, the balance of the old 
reserve be greater than the amount required for the new 
reserve, the difference is debited to the Reserve and written 
back to the credit of Profit and Loss. 

(2) The Bad Debts are transferred direct to Profit and 
Loss, thus ignoring the Reserve created specially to meet 
them. The two Reserves are then adjusted by themselves. 
If the new reserve is to be greater than the old one, the extra 
amount required is debited to Profit and Loss and added on or 
credited to the Reserve; and if the new reserve is to be less 
than the old one, the surplus not required is taken from or 
debited to the Reserve and credited back to Profit and Loss. 

The following example, specially prepared, covers all the 
difficulties of the subject, and has been worked both ways 
in order to illustrate the different methods. 


BAD DEBTS RESERVE. 


Bad Debts, | Old Reserve, | New Reserve, Debtors, 

Example. |31 Dec., 19...) 1 Jan., 19... | 31 Dec., 19... |31 Dec., 19... 

1 160 e 5% "Dra: 3,00 
7 Wen es 100 5% Drs. 2/500." 
a ts 100 Bolo ese Dee 2/800 | 
4 40 200 140 2400 
ita 5 woe 150 180 4,000 = 
6 60 160 no mention 3,200 

7 — ve. 50 to be abolished 2,000 
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Make the Journal, Profit and Loss Account, and Balance 
Sheet entries relating to the above, and show also the Ledger 
Accounts of same. 


First Way. 
JOURNAL, Dr. Cr. 
19. (1) 
Dec. 31 Profit and Loss ie ac . 100 
To Bad Debts ee ae Sh 100 
, 31] Profit and Loss A ic wey 
To Bad Debts Reserve .. ae 150 
19%: (2) 
Dec. 31} Bad Debts Reserve .. ad -.|| 80 
To Bad Debts we Ere ae 80 
7) ol | Protiteand eos oe Pe . | L05 
To Bad Debts Reserve .. BH 105 
Ove (3) 
Dec. 31| Bad Debts Reserve .. hs . .||100 
To Bad Debts br ss as 100 
», 91] Profit ‘and Loss ‘ Ris . {160 
To Bad Debts Reserve sts ie 160 
19.. (4) : 
Dec. 31} Bad Debts Reserve .. A ..|| 40 
To Bad Debts a ut ar 40 
» 31} Bad Debts Reserve .. .. «|| 20 
To Profit and Loss wie of 20 
19): (5) 
Dec. 31} Profit and Loss ae she ee lledO) 
To Bad Debts Reserve .. Se 30 
19... (6) | 
Dec. 31| Bad Debts Reserve .. * .-|| 60 | 
To Bad Debts aS a is 60 
PRR Honors om tt 
19.. (7) 
Dec. 31} Bad Debts Reserve .. aie ail OO) | 
To Profit and Loss ate a 50 
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LEDGER. 
(1) 
Dr, BAD DEBTS. Cr. 
1Q.. TOs 
Dec. 31 | To Sundry Debtors 100 Dec. 31 | By Profit and Loss 100 
Dr, BAD DEBTS RESERVE. Cr, 
LOsisue 19.. 
Dec. 31 | To Balancec/d .. ..|| 150 Dec. 31 | By Profit and Loss’ ..|| 150 


TO}: 
Jan. 1} By Balance b/d .. ..|| 150 


(2) 


Dr: BAD DEBTS. Cr. 
Ig1Io 19. 

Dec. 31 | To Sundry Debtors 80 Dec. 31 | By Bad Debts Reserve 80 
Dr. BAD DEBTS RESERVE. Cr. 

ae . aa 19.. 

Dec. 31 | To Bad Debts... ..|| 80 Jan. 1] By Balance.. . el] 100 

ri Balance c/d .. ..|| 125 Dec. 31 | ,, Profit and Loss eel] 105 
205 205 
— ===] 19.. —— a on 
| | Jan. 1] By Balance b/d.. oo|| 125 
(3) 
Dr. BAD DEBTS, Cr. 
Tiel aa i IOs. 

Dec, 31 | To Sundry Debtors 100 Dec. 31 | By Bad Debts Reserve || too 
Dr. BAD DEBTS RESERVE. Cr. 
19.- Lou. 

Dec. 31 | To Bad Debts .. ..|| 100 Jan, 1} By Balance... .. .|| 80 

A », Dalance'c/d’ we) wi) 340 Dec. 31 », Profit and Loss || 160 
240 240) 


19. 
| Jan. 14} By Balance b/d sall|| 340) | 


BAD] DICTIONARY OF BOOK-KEEPING [BAD 


(4) 


Dr. BAD DEBTS. Cr. 
[sell Se ACS ; noe 
Dec. 31 | To Sundry Debtors .. 40 Dec. 31 | By Bad Debts Reserve 40 
Dr. BAD DEBTS RESERVE. Cr. 
1Q-- IQ.. 
Dec, 31 | To Bad Debts .. .. 40 Jan. 2] By Balance.. .. «« 200 
* », Profit and Loss .. 20 
ry » Balancec/d.. —.. ||) 140 
200 200 in 
—— IQ.. | es 
| | Jan. 1] By Balance b/d oe 140 
(5) 
Dr. BAD DEBTS RESERVE. Cr. 
Ig... 19... 
Dec. 31 | To Balancec/d.. .. 180 Jan. 1] By Balance ee AS 150 
Dec. 31 | ,, Profit and Loss .. 30 
180 180 pa 
————— 19 s« ee eee 
Jan. 1| By Balance b/d aD 180 
(6) 
Dr. BAD DEBTS. Cr. 
TOs. TOi« 
Dec. 31 | To Sundry Debtors . 60 Dec. 31 | By Bad Debts Reserve 60 | 
Dr. BAD DEBTS RESERVE, Cr. 
I9.. = Tes 
Dec. 31 | To Bad Debts .. .. 60 Jan. «| ByBalance.. .. .. 160 
; » Balancec/d.. .. 100 
160 160 Pai 
as IQ.e as lo 
ut x Jan. 1| ByBalance b/d... .. 100 
(7) 
Dr. BAD DEBTS RESERVE, Cr. 


19.. 


Dec. 31 | To Profit and Loss By Balance in. «viele 


E 


TOs 
Jan, = 
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Dr. PROFIT AND LOSS. BALANCE SHEET, 
(1) (1) 
To Bad Debts. .||100 Sundry Debtors |] 3,000 
+ New Reserve |/150 250 less Reserve ..|}| 150 2,850 
(2) 
(2) Sundry Debtors |] 2,500 
To Bad Debts .|} 80 less Reserve ..|} 125 2,375 
+ New Reserve ||125 SS Se as 
205, | 
— Old Reserve ||100 105 (3) 
_——|—|— Sundry Debtors || 2,800 
(3) less Reserve ..|} 140 2,660 
To Bad Debts. .|/100 —|—|— 
+ New Reserve)|140 
a (4) 
240 Sundry Debtors || 2,400 
— Old Reserve || 80 160 less Reserve ..|| 140 2,260 
(4) Cr. 
(5) 
eee 200 Sundry Debtors || 4,000 
E iad Wepte | N20 less Reserve .. EEO day 3,820 
160 
— New Reserve ||140 20 


oe ae (6) 
Sundry Debtors |] 3,200 
Dr. (6) less Reserve ..|| 100 3,100 


To Bad Debts 
Reserve...  ..||180 (7) 
5 


~ Old Reserve |/150 30 
Lanta | Sundry Debtors 2,000 
(7) Cr. 
By Bad Debts | 
Reserve... .. i | 
Second Way. 
JOURNAL. Dr. Cr. 
19.. (1) arin 
Dec. 31 | Profit and Loss .. G2 ae ..|| 100 
To Bad Debts.. os Ms ae 
— 100 
pens lo weronutcands WOssu.. ak es soll 100 


To Bad Debts Reserve ok Bc 150 
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JOURNAL—continued. Dire Cr. 

19.. (2) 

Dec. 31 Profit and Loss .. us ae Aah eel! 
To Bad Debts.. oe ae fs 80 

oli erofithandsbossmer. wd sel) 25 

To Bad Debts Reserve are me 25 

195, (3) ! 

Dec. 31 Profit and Loss .. are as ..!| 100 
To Bad Debts.. ae i +) 100 
» 31] Profit and Loss .. ALA 6G 
To Bad Debts Reserve nie at 60 
eee eee 
197; (4) 
Dec. 31 Profit and Loss .. ae sa Pca gee St) 
To Bad Debts.. ie au aS 40 
———_—_——o—— me |i | 

» 31| Bad Debts Reserve we ‘ae aed aC) 

To Profit and Loss .. Se ere 60: 

190 (5) 

Dec. 31 Profit and Loss .. ye el eEsO 
To Bad Debts Reserve ah on 30 
19. (6) 
Dec. 31 Profit and Loss .. ar ne Sal aw 
To Bad Debts.. a Ae aa 60 
19. (7) 
Dec. 31 Bad Debts Reserve a3 a8 ai OO 
To Profit and Loss <. ae ate 50 
| 
LEDGER, 
(1) 

Dr. BAD DEBTS. Cr. 
Bio); 19.. Wee 
Dec. 31 | To Sundry Debtors 100 Dec. 31 | By Profit and Loss 100 

Dr. BAD DEBTS RESERVE. Cr. 
aa ihe TOue 
Dec. 31| To Balancec/d .. .. | 159 | Dec, 31 | By Profitand Loss .. x50 | 


19.. 
| | | | Jan. 1 | By Balance b/d .. ..|| 150 
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(2) 
__Dr. BAD DEBTS. Cr. 
19. Tose | 
Dec. 31 To Sundry Debtors 80 Dec. 31 | By Profitand Loss . | 80 
Dr. BAD DEBTS RESERVE. Cr. 
19. 19.7. 
Dec. 3I To Balance c/d 125 Jan. 1 | By Balance... . 100 
Dec. 31 » Profit and Loss 25 
125 125 
PG)SE | | 
Jan. rx | By Balance b/d . 125 
(3) 
Dr. BAD DEBTS. Cr. 
TON. 19.. 

Dec. 31| To Sundry Debtors ..|| 100 Dec. 31 | By Profit and Loss 100 
Dr. BAD DEBTS RESERVE. Cr. 
19.. TOs. 

Dec, 31 | To Balance c/d .. 140) Jan. 1 | By Balance ag. 80 

| Dec. 31 | ,, Profit and Loss 60 
140| 140 
| | Zour 
Jan. 1 | By Balance b/d... ..|| 140 
(4) 
Dr. BAD DEBTS. Cr. 
19. 19.. 

Dec. 31 | To Sundry Debtors ..|| 40 Dec. 31 | By Profit and Loss . 40 
Dr. BAD DEBTS RESERVE. Cr. 
1Q.- i IQ.. 

Dec. 31| To Profit and Loss 60 Jan. 1t | By Balance .. 200 

5) » Balance c/d 140 
200 200) 
| | 19. | 
| Jan. 1 | By Balance b/d. .. 140 
(5) 
Dr, BAD DEBTS RESERVE. Cr. 
19. oe |) 19..- i 
Dec. 31 | To Balance . . c/d|| 180 Jan. xr | By Balance .. . 150 
Dec. 31 » Profit and Loss 30 
180 180 | 
| | | Jan. y By Balance ..__.. b/d|| 180 | 
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(6) 
Dr. BAD DEBTS. Cr. 
Cross eit a ros 
Dec, 31 | To Sundry Debtors 60 Dec. 31 | By Profit and Loss 60 
Dr. BAD DEBTS RESERVE. Cr. 
I9.. DP t07. i? | 
Dec. 31| To Balance .. c/d || 160 | Jan. 1 | By Balance .. 160) | 
| | teat By Balance .. b/d =e | 
(7) 
Dr. BAD DEBTS RESERVE. Cr. 
TOssae IOs 
Dec, 31 | To Profit and Loss | 50 | | r= 1 | By Balance .. | 50) | 
Dr. PROFIT AND LOSS ACCOUNT. Cr. 
(1) 
To Bad Debts 100 
,, Bad Debts 
Reserve 150 
(2) 
To Bad Debts 80 
», Bad Debts 
Reserve 125 
— Old Reserve ||} 100 25) 
(3) | 
To Bad Debts 100, 
» Bad Debts 
Reserve 140 
— Old Reserve|| 80 60, 
||| (4) 
(4) By Bad Debts 
To Bad Debts || | 40 Reserve ..| 200 
—New Reserve} 140 60 
(5) 
To Bad Debts 
Reserve 180 
— Old Reserve |} 150 30 
(6) 
To Bad Debts 60 (7) 
By Bad Debts 
Reserve 50 
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The Balance Sheets would be the same as in the first way, 
with the exception of No. 6, which would appear thus— 


Sundry Debtors .. .. £3,200 
less Bad Debts Reserve 160 £3,040 


BAD MONEY.—No matter how vigilant a cashier may be 
when receiving money, false coins sometimes pass undetected, 
and some spurious two-shilling pieces or half-crowns find 
their way at times into the till. These cannot be re-issued, 
and must, therefore, be written off. The best way is to 
credit the Cash Book “ By Bad Money,” and to post the 
amount to the debit of an account of the same name, closing 
this account at balancing time by transfer to Profit and Loss 
in the usual way. 

BALANCE.—The difference between the two sides of an 
account. It is written on the lesser side in order to make 
both sides equal, but it is afterwards brought down to the 
opposite side, because the balance belongs to the side which 
is the greater. Example— ; 


Dr. A. BROWN. Cr. 
ace Pike iowa ek cee 
Jan. 1)|To Goods «|| 225 Mar. 1 | By Cashona/c || 100 


June 30| ,, Balance c/d || 125 


225 225 


July 1 To Balance b/d | 125 


The letters b/d, c/d, b/f, c/f—abbreviations for brought 
down and carried down, brought forward and carried for- 
ward respectively—are generally added to the word balance. 
The former indicate whether a balance has come from 
a previous account, or been taken to a subsequent one ; 
and the latter show whether a balance has come from a 
preceding page, or has been transferred to a succeeding page. 

A Debit Balance is the amount by which the debit side of 
an account exceeds the credit side. 

A Credit Balance is the amount by which the credit 
side of an account exceeds the debit side. 

Debit Balances in a ledger are either assets or losses. If 
they represent debts or property, they are assets; if they 
represent expenditure only, they are losses. 

Credit Balances in a ledger are either liabilities or gains, 
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If they represent debts, they are liabilities; if they 
represent income, they are gains. 

An account is said to balance or to be in balance when both 
sides of it are equal. 

BALANCE ACCOUNT.—This is exactly the opposite of a 
Balance Sheet. The balances of the personal and real 
accounts, instead of being brought down in each ledger 
account, are transferred by journal entry to a Balance 
Account, thus literally closing each account. This is seldom 
done in English book-keeping, but is quite customary in 
Continental methods. A Balance Account is sometimes used 
in journalising opening entries. 

Example.—On 31st December, 19.., the following balances 
appear in a trader’s books: Stock, £2,500; Furniture, £100 ; 
Bills Receivable, £175; A. Brown Dr., £240; C. Smith Dr., 
£75; P. Jones Dr., £22; Cash, £420; Bills Payable, £225 ; 
R. Sykes Cr., £120; F. Barron Cr., £85. Illustrate (a) the 
difference between a Balance Sheet and a Balance Account, 
and (d) the use of the latter for opening entries. 


BALANCE SHEET, 31ST DECEMBER, 19... 


Liabilities, | Assets. 
Bills Payable — 255 -7.\\) 2200) i Casi tenance eter eee oO 
Creditors :— | Bills Receivable clin Wes 
R. Sykes oan 120 Debtors :— | 
Pe barron aces 85 Ay Brown @ i.) sa) 240 
Capital oe) an | 3,102 | C, Smith a 75 
| P. Jones Nee rain os 
WBlistogl:. tiatccw are 27000 
Purniture.,. eck time LOO 
£|| 3,532 £|| 3,532 
(eens am =—' ces a | Se 
Dr. BALANCE ACCOUNT. GE 
ros. rye i aa i See Once = ee = 
Dec. 31 To Stock .. «|| 2,500 | Dec. 31 | By Bills Payable ..|| 225 
5 » Furniture .. ..|| 100 pp Ra SYKES) secede ville X20. 
ei » Bills Receivable. .!| 175 thy » F. Barron 
Ay Ae BLOWN a eens -|| 240 a », Capital Meee. cielh3; 102 
a i: Cosmhith.. ss me 75 
” ” Pe Jones we rey | 22 
Fy PGASH tae?) are .) 420 
£: 3,532 f}| 3,532 fe i 
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JOURNAL. Dr. Cyr. 
195: | x Ph eels Pane 

Jan. 1) Sundry Assets :— | | 
: Cash BE Se Sei, 420 | 
Bills Receivable .. eel 175: 
A. Brown .. oc --|| 240 | 
CySmith ~~. Soll 2s} | 
P. Jones Sreiipe quae | 
Stock ie | 2,500 
Furniture .. ee ae } 100 

To Balance A/c | 3,532 
Balance Account || 3,532 | 
HO #1, To Sundry Liabilities :— | 

Bills Payable .. ail || 225 

R. Sykes Ae abil | 120 

| F. Barron Soll lite So 

Capital te Wal | | 3,102 


This Balance Account, when posted, would be the opposite of 
the other Balance Account, as the former would be a closing 
balance account and this one an opening balance account. 

BALANCE BOOK is:a book in which the balances of the 
various ledger accounts are entered when constructing a 
monthly (or quarterly) trial balance to ascertain the correct- 
ness of the work. It runs page for page with the ledger, 
and is in tabular form, having a column for each month of 
the year. This saves the task of re-writing the names each 
month, besides being useful for reference. 

BALANCE SHEET.—This is a statement of the assets and 
liabilities of a business at the date of the annual or periodical 
balancing, in order to show its financial position. If the 
assets exceed the liabilities, the firm is solvent, that is, able 
to pay its debts in full; but if the liabilities exceed the 
assets, the firm is insolvent, that is, not able to pay its debts. 
The Balance Sheet also throws light on the stability of the 
business. If the liquid assets, 7.e., the Cash, Investments, 
Bills Receivable, exceed the amount of the creditors’ claims, 
the position of the firm is sound; if otherwise, the firm is 
overtrading, that is, buying beyond its financial resources, 
and is on the road to bankruptcy. 

Capital and Profit and Loss on Balance Sheet.—Capital is 
shown on a balance sheet as a liability, being regarded as a 
debt due by the business to the proprietor of it. In a 
private firm, the profit or loss is merged in the capital; but 
in the case of a limited company, the balance sheet shows a 
separate statement of profit or loss, the reason being that the 
capital of a company is a fixed item and cannot be touched. 
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Difference between a Trial Balance and a Balance Sheet.— 
This is a favourite question in examinations, and one that 
a student is usually unable readily or satisfactorily to answer. 
There are two principal differences. A Trial Balance is a 
list of all the ledger balances, and includes the gains and 
losses as well as the assets and liabilities. A Balance Sheet 
is merely a list of part of the ledger balances, viz., the real 
and personal accounts, that is, the assets and liabilities. 
A Trial Balance is constructed before, and a Balance Sheet 
after the Profit and Loss Account has been prepared. In 
fact, a Balance Sheet is often described as a classified sum- 
mary of the debit and credit balances remaining in a ledger 
after the preparation of a Profit and Loss Account. 

Nomenclature of the Balance Sheet.—The nomenclature of 
the Balance Sheet has been the subject of much criticism 
and controversy. A Balance Sheet was formerly looked 
upon as an account, and was, therefore, headed with the 
signs “ Dr.” and “ Cr.,”’ while the words “To” and “ By” 
were prefixed to the liabilities and assets respectively. This 
is admitted by the great majority of accountants to be 
incorrect. A Balance Sheet is now regarded as a statement, 
not an account, and the contractions ‘“ Dr.” and “ Cr.,”’ and 
the words “To” and “By” are consequently omitted. 
Some few accountants, however, still maintain that a 
Balance Sheet is an account, and one that shows the rela- 
tion of the business to the proprietor and to outsiders. The 
headings ‘‘ Liabilities” and ‘‘ Assets” are also far from 
satisfactory. Numerous items appear on a Balance Sheet 
which cannot be classified as either assets or liabilities. On 
the assets side we frequently find payments made in 
advance, a debit balance of Profit and Loss Account, 
expenditure not wholly written off, a Debenture Discount, 
a debit balance of Capital Account, etc. On the liabilities 
side we often meet with reserves, reserve fund accounts, 
sinking fund accounts, income received in advance, a credit 
balance of Profit and Loss Account, a Share or Debenture 
Premium, etc. Some accountants when preparing a Balance 
Sheet omit the headings “Assets” and “Liabilities” altogether. 

Form of the Balance Sheet.—The form of the English 
Balance Sheet is also incorrect. The assets, being debit 
balances, should appear on the left-hand side of the Balance 
Sheet; and the liabilities, being credit balances, should 
appear on the right-hand side. In other words, the assets 
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and liabilities should be shown on the same sides of the 
Balance Sheet as the sides they are on in the ledger. In 
Continental and American systems this error has been rectified. 

Order of Assets and Liabilities.—There are two different. 
ways of marshalling the assets and liabilities on a’ balance 
sheet. In the first method the assets are ranked in the 
order in which they are available to pay off the liabilities. 
Now, as the liabilities can only be paid off by cash, it 
follows that the order in which the assets are available to 
meet the liabilities must be the cash order, that is, the order 
in which the assets are convertible into cash. The arrange- 
ment is, therefore, Cash, Investments, Bills Receivable, Book 
Debts, Stock-in-Trade, and Property such as Premises, Plant 
and Machinery, Horses and Carts, Furniture and Fixtures, 
etc., then Goodwill, and any prepayments. The liabilities 
are stated in the order in which they are payable, namely, 
Bills Payable, Loans, including Bank Overdraft (if any), 
Creditors, Outstanding Expenses, Partners’ Advances, Capital 
Accounts. In the second way, the fixed assets and liabilities 
are placed before the floating assets and liabilities, after the 
style of balance sheet drawn up for limited companies. 

Example.—From the following particulars draw up, in both 
ways, the Balance Sheet of A. Shepherd and W. Marshman, 
who are equal partners, as at 3lst December, 19..— 


Bills Payable, £247 ; 

Bills Receivable, £844 ; 

Stock-in-trade, £1,200 ; 

Sundry Creditors, £1,140 ; 

Furniture and Fixtures, £120, less depreciation @ 5% p.a.; 

Sundry Debtors, £2,800 ; 

W. Marshman, Capital 1 Jan., £3,440 ; 

A. Shepherd, Capital 1 Jan., £3,440 ; 

Cash in hand, £29 ; 

Cash at Bank, £820 ; 

Cash on Deposit, £150 ; 

Loan from T. Bayes, £750 ; 

Premises, £2,050, less depreciation, £50 ; 

Outstanding Expenses, £32 ; 

Plant and Machinery, £1, 400, less depreciation @ 10% p.a 

Unexpired Insurance, Telephone Rent, and Trade Subscriptions, (97: 

Goodwill, £730, Jess amount written off, £200 ; 

Investments, £500 Consols @ 87 ; 

Consignment A/c, £450 ; 

Reserve for Bad Debts, £140 ; 

Reserves for Discount—on Debtors, £133, on Creditors, £57 ; 

Partners’ Drawings, £500 each ; 

Net Profit for year, after charging the above reserves and 
depreciation and Interest on Capital at 5%, £2,050. 
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BANK ACCOUNT.—The old system of keeping a Bank 
Account in the ledger is practically dispensed with nowa- 
days, the Cash Book with separate Bank columns having 
been substituted for it. Some accountants still keep a Bank 
Account in the General Ledger, but post merely the monthly 
totals of receipts and payments instead of the details. This, 
however, is quite unnecessary. 

BANK BALANCE.—When posting opening entries, the 
bank (and also the cash) balance should be entered from 
the journal straight into the Cash Book; and when 
proving books, care must be taken to include the Cash 
and Bank balances, as per the Cash Book, in the Trial 
Balance. Students often forget these, and are advised 
to make them always the first two items in the Trial 
Balance, as there is then less likelihood of their being 
omitted. 

BANK BALANCE SHEET.—On the following pages is a 
specimen of a Bank Profit and Loss Account and Balance 
Sheet, and the student is advised to study it carefully. 

BANK, BOOKS USED IN.—(See under Books.) 

BANK CHARGES.—These are small sums deducted by 
bankers by way of commission when paying Scotch and 
Irish cheques. Some traders when receiving these cheques 
enter only the net amount receivable in the Cash Book, and 
put the charge for collection in the Discount column. This, 
of course, is incorrect. The full amount of the cheque should 
be shown in the Cash Book, and the. charges for collection, 
as per the Bank Pass Book, should be totalled at the end of 
each month and credited in the Cash Book “ By Bank 
Charges.” This amount should then be posted to a Ledger 
account of the same name, and transferred ultimately to 
Profit and Loss. Bank Charges often include cost of cheque 
books, or rather the cost of the revenue stamp which each 
cheque must bear, as few banks charge for the cheque forms. 

BANK CURRENT ACCOUNT.—This is the running account 
of the merchant or business man with his banker, the 
account he is daily paying cheques and money into, and 
daily drawing cheques upon. It is the practice of most 
London banks to require a certain substantial balance to be 
always maintained, and not to allow interest on the account 
or to charge for keeping it. Provincial and other banks, 
however, allow interest on current accounts, and charge 
interest on same when the balance falls below a certain 
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stated amount. The interest when charged or allowed by 
banker must be entered in the trader’s Cash Book, 
thus— 


Dr. CASH BOOK. Cr. 
Bank Bank 
Column. Column. 
To Interest By Interest 
(allowed (charged 
by Bank) .. by Bank) 


and must be duly posted to a Bank Interest Account in the 
General Ledger. 

BANK DEPOSIT ACCOUNT.—This is money which has 
been placed with the banker at interest, and which cannot 
be withdrawn without giving previous notice. This account 
may be kept in the Cash Book itself in a separate Bank 
Deposit column, or a Deposit Account may be opened in the 
Ledger. When money is transferred from Current Account 
to Deposit Account, the current account must be credited 
and the deposit account debited, thus— 


Dr. CASH BOOK. Cr. 
| 
Bank, Bank, 
Receipts, ————_——- Payments. a - 
Current Deposit 
[c. Ic. Afc. 
To Balance ..  ..|| 2,000 1,000 By Deposit A/c 
», Current A/c (transfer) ..  ..|| 1,000 
(transfer)... .. 1,000 


To Interest (on 
Deposit A/c .. 50 


Should money be withdrawn from deposit account for 
the purpose of adding to the current account, the Deposit 
Account would be credited and the Current Account debited. 
The entry would, in fact, be exactly the opposite of the 
transfer shown above. Sometimes interest on deposit 
account is credited to the current account. In such cases 
an entry similar to the last one in the example would require 
to be made in the trader’s Cash Book. 

BANK DRAFTS.—These are bills of exchange drawn by 
one banker on another. They are used principally for 
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remitting money from one part of the United Kingdom to 
another, and also from one country to another, any person 
being able to buy from a banker a draft payable in almost 
any country abroad. As the other banker is notified of the 
amount of the draft, there is a security against fraud or 
forgery. 

BANK NOTES.—These are promissory notes, issued by 
the Bank of England and a few other English, Scotch and 
Irish banks, payable to bearer on demand. In book-keeping 
they are treated as Cash. When being sent by post, they 
are often cut into halves, one half being forwarded by one 
post and the other later on. The halves must be pasted 
together before being presented for payment. 

BANK OVERDRAFT.—This is the amount owing by a 
trader to his banker on current account. Life assurance 
policies are often deposited by customers with their bankers 
in order to secure an overdraft. No entry is necessary in 
the Cash Book, as, unlike the case of a Bank Loan where a 
definite sum is advanced, no money is actually received from 
the banker, who merely allows the customer to overdraw his 
account to the amount agreed upon. Should the student 
meet with a Bank Overdraft in the opening entries of an 
exercise, the amount must be posted straight from the 
journal to the credit side of the Cash Book (Bank column) 
thus: “ By Balance (Overdraft).’”’ When the Cash Book 
is balanced, the overdraft, if not paid off, will be brought 
down as a balance on the credit side, and must be entered 
in the credit column of the Trial Balance. It must also be 
shown as a liability on the Balance Sheet. 

BANK PASS BOOK OR BANK BOOK.—This is a detailed 
account of the transactions which the trader has had with 
his banker, a record of the amounts he has paid into, and 
withdrawn from, the Bank, and by means of which he checks 
the Bank Account in his own Cash Book. There are two 
ways in which the Pass Book is written up. Sometimes it is 
the Bank in account with the customer, and sometimes it is 
the customer in account with the Bank. In some cases, 
therefore, the entries will appear on the same sides of the 
Pass Book as the sides they are on in the trader’s Cash Book, 
and sometimes just the reverse. The entries are prima facie 
binding on the banker. 

BANK POST BILLS.—These are promissory notes to order 
for any sum from £10 to £1,000, payable at 7 or 60 days 
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after sight without days of grace. They are issued by the 
Bank of England, and may be obtained by simply depositing 
the amount for which the bill is required, the use of the 
money being the Bank’s remuneration. These bills origi- 
nated in 1738 in consequence of the frequent robberies of 
the mails. If a robbery took place, the owner of the bill 
had time to give notice of it, and thus prevent payment to 
any unauthorised person. Owing to the establishment of 
branch banks throughout the kingdom, the use of these bills 
has greatly diminished. They appear on the liabilities side 
in the Bank Return as ‘‘ Seven day and other bills.”’ 


Example— 


Bank of England Post Bill. 
No. London, 1 Jan., 19.. 
At seven days’ sight I promise to pay this my Sole Bill of Exchange 
to Reginald J. Porters, or order, two hundred pounds sterling, value 
received of Fred Smith. 


For the Governor and Company 
of the Bank of England, 


£200. J 


oN 


BANKRUPT.—One who has been declared insolvent by the 
Bankruptcy Court. 

BANKRUPTCY.—(See STATEMENT OF AFFAIRS.) 

BENEFICIARY.—One who benefits under a will. 

BILL BROKER.—One who buys, sells, and discounts bills 
of exchange. 

BILL OF EXCHANGE.—A Bill of Exchange is defined by 
the Bills of Exchange Act, 1882, as “an unconditional order 
in writing, addressed by one personyto another, signed by 
the person giving it, requiring the person to whom it is 
addressed to pay on demand or at a fixed or determinable 
future time a sum certain in money to or to the order of a 
specified person, or to bearer.’ An instrument which does 
not comply with these conditions, or which orders any act 
to be done in addition to the payment of money, is not a 
bill of exchange. 

Advantages of Bills.—There are three principal advantages 
of a bill— 

(1) It is a legal acknowledgment of debt, coupled with a 
definite promise to pay. All the preliminaries such as having 
given the order for the goods, having received the goods, 
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etc., are taken for granted, and the creditor can thus sue 
on the bill itself. 

(2) It is a negotiable instrument, that is, something legally 
transferable, and can, therefore, be used by the creditor to 
pay his own debts. 

(3) It can be turned into money by being discounted, that 
is, cashed before maturity. Of course, the holder will not 
obtain the full value of the bill; he will get only a portion 
of it called the present worth. But even so, a certain sum 
of money at once, in cash if necessary, may be infinitely 
more valuable to the trader than perhaps the full amount 
of the bill in three or four months’ time. 

Kinds of Bills.—There are two kinds of bills, Inland and 
Foreign. An Inland Bill is a bill which is or on the face of 
it purports to be (a) both drawn and payable within the 
British Islands, or (b) drawn within the British Islands upon 
some person resident therein. For the purposes of the Act, 
the term British Islands includes the Isle of Man and the 
Channel Islands. Any other bill is a Foreign Bill. 

Stamp Duty.—The ad valorem stamp duty on inland bills 
of exchange is as follows— 


Where the amount does not exceed{10 .. Re Aas 
Exceeding£10 but not exceeding £25 .. treed 

; L258 Slee, ; XN) oe nods 

; £50 me al es s LTS ie Sepecd. 

3 LO ea ee LOO ame se dISE 


When the amount exceeds £100, 1s. for the first £100, and 
an additional is. for every £100 or fraction of a £100. When 
bills are drawn payable on demand (which includes those 
payable on presentation or at sight) or within three days 
after date or sight, no matter what the amount, the stamp 
duty is only 2d.; and a 2d. adhesive stamp may be used, 
provided the stamp is affixed at the time of issuing the bill 
and is properly cancelled by the drawer. In all other cases 
bills must be written on paper bearing an impressed stamp 
of the proper value. Any person dealing with a bill of 
exchange improperly stamped renders himself liable to a 
penalty of £10. 

A foreign bill, both drawn and expressed to be payable 
out of the United Kingdom, but which is actually paid, 
indorsed, or negotiated in.the United Kingdom, is stamped 
as an inland bill when the amount does not exceed £50. 
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Exceeding £50, but not exceeding £100, 6d. 
3 £100, 6d. for every £100 or fraction of a £100. 
The stamp may be adhesive, and must be affixed by the 
person first dealing with the bill. 
Form of Bill.—No particular form of words is necessary, 
but the following is the usual form— 


£350 due 4 April, 19... LonpDon, 
44 Ke ipelan) el One 
og 8 
Three months | Ms ; g after date pay to 
Messrs. Marsh J Sins US isman) %& Jones, 701 
order the sum wets < | of three hundred and 
fifty pounds S84 value received. 
a1 8 
oo 
as 
To Mr. A. Shepherd. R. Smith. 


Parties to a Bill.—There are three parties to a bill—* 

(a) Drawer, the person who writes out the bill, 7.¢., the 
creditor to whom the money is owing. 

(6) Drawee, the person on whom a bill is drawn, and who, 
after acceptance, is called the acceptor. 

(c) Payee, the person to whom the money is payable. 
Sometimes the drawer and payee are one and the same 
person, as when the drawer asks for the money to be paid 
to himself. In the example given, R. Smith is the drawer, 
A. Shepherd the drawee, Marshman & Jones the payees. 

Draft and Acceptance.—Before acceptance the bill is called 
a draft, which may, therefore, be defined as the unaccepted 
form of a bill of exchange. But after the drawee has written 
his signature across the face of it, it is termed an acceptance. 
It is called a bill at either stage. 

Domicile.—When the drawee in accepting a bill states on 
it the place of payment, the bill is said to be domiciled. A 
bill is not invalid by reason of the fact that no place of pay- 
ment is mentioned on it, as the bill is then payable at the 
acceptor’s usual place of business. 

Tenor of Bill.—Bills vary greatly as to the times at which 
they are drawn. They are drawn payable at sight, at 
presentation, on demand, after date, after sight, etc. 

Long Bills are those having a long currency or pericd to 
run, 2.é., those from two months upward. 
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Short Bills are those having a short currency or period to 
run, 1.¢., those payable on demand or in less than ten days. 

Sum Payable.—The sum payable by a bill is a sum certain 
within the meaning of the Act, although it is required to 
be paid— 

(a) With interest. 

(b) By stated instalments. 

(c) By stated instalments, with a provision that upon 
default in payment of any instalment the whole shall 
become due. 

(d) According to an indicated rate of exchange, or 
according to a rate of exchange to be ascertained as directed 
by the bill, 

Where the sum payable is expressed in words and also in 
figures, and there is a discrepancy between the two, the sum 
denoted by the words is the amount payable. 

Where a bill is expressed to be payable with interest, unless 
the bill provides otherwise, such interest runs from the date 
of the bill, or, if the bill is undated, from the issue of it. 

Bill Payable on Demand.—A bill is payable on demand— 

(a) Which is expressed to be payable on demand, or at 
sight, or on presentation ; or 

(b) In which no time for payment is expressed. 

Where a bill is accepted or indorsed when it is overdue, 
it is deemed a bill payable on demand as regards any such 
acceptor or indorser. 

Bill Payable at a Future Time.—A bill is payable at a 
determinable future time within the meaning of the Act 
which is expressed to be payable— 

(1) At a fixed period after date or sight. 

(2) On or at a fixed period after the occurrence of a speci- 
fied event which is certain to happen, though the time of 
happening may be uncertain. 

An instrument expressed to be payable on a contingency 
is not a bill, and the happening of the event does not cure 
the defect. Thus a bill payable at a person’s death or at a 
certain time after his death would be valid; but a bill pay- 
able on a person’s marriage would not be valid, even though 
the marriage took place. 

Date of Bill.—A bill is not invalid by reason of its not 
being dated, being ante-dated, post-dated, or dated on a 
Sunday. 

Where a bill expressed to be payable at a fixed period 
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after date is issued undated ; or where the acceptance of a 
bill payable at a fixed period after sight is undated, any 
holder may insert therein the true date of issue or accept- 
ance, and the bill is then payable accordingly. And should 
the holder in good faith and by mistake insert a wrong date, 
the bill cannot be avoided, but is still payable as if the date 
so inserted had been the true date. 

Calculation of Time of Payment and Days of Grace.—All 
bills except those payable on demand (which includes those 
at sight or on presentation) are subject to days of grace ; 
that is, three extra days must be allowed for payment 
beyond the date mentioned in the bill, These three days 
used to be customary, and the law has now made them 
compulsory; and the bill is due and payable on the last 
day of grace. When the last day of grace falls on Sunday, 
Christmas Day, Good Friday, or a day appointed by Royal 
Proclamation as a public fast or thanksgiving day, the bill 
is due and payable on the preceding business day. When 
the last day of grace is a bank holiday under the Bank 
Holidays Act, 1871, and other Acts, or when the last day of 
grace is a Sunday and the second day of grace is a bank 
holiday, the bill is due and payable on the succeeding business 
day. If days of grace are not to be allowed, this fact must 
be specially mentioned in the bill by inserting the phrase 
“without days of grace,” or by adding the word “ fixed” 
after the time stated, as ‘‘on the 4th June fixed.” 

Where a bill is payable at a fixed period after date, after 
sight, or after the happening of a specified event, the time of 
payment is determined by excluding the day from which 
the time is to begin to run and by including the day of 
payment. 

Where a bill is payable at a fixed period after sight, the 
time begins to run from the date of the acceptance if the 
bill is accepted, and from the date of noting or protest if 
the bill be noted or protested for non-acceptance, or for 
non-delivery. 

The term “month” in a bill means calendar month. 
Thus bills drawn on Dec. 28th, Dec. 29th, Dec. 30th, Dec. 31st 
at 2 months would all mature on the same date, namely, 
March 3rd. 

Case of Need.—The drawer of a bill, and any indorser, 
may insert in the bill the name of a person to whom the 
holder may resort in case of need, that is, in case the bill is 
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dishonoured by non-acceptance or non-payment. Such per- 
son is called the referee in case of need. It is in the option 
of the holder to resort to the referee in case of need or not 
as he may think fit. 

Acceptance.—The acceptance of a bill is the signification 
by the drawee of his assent to the order of the drawer. 
After the bill is drawn, it is sent, either by the drawer or 
the payee, to the drawee for acceptance. This is done by 
the drawee writing his signature across the face of the bill. 
The word “accepted” is generally prefixed, but is not 
legally necessary. It is the common practice to obtain 
acceptance as soon as possible, though there is no legal 
necessity until any time before the date of payment, unless 
the bill is payable after sight or expressly stipulates that it 
shall be presented for acceptance, in which cases it is 
necessary in order to fix the date of maturity. 

By the Act an acceptance is invalid unless it complies 
with the following conditions— 

(a) It must be written on the bill and be signed by the 
drawee. The mere signature of the drawee without 
additional words is sufficient. 

(0) It must not express that the drawee will perform his 
promise by any other means than the payment of money. 

A bill may be accepted before it has been signed by the 
drawer, when it is overdue, or after dishonour by non- 
acceptance or non-payment. Should a drawee refuse to 
accept a bill payable after sight and then subsequently agree 
to do so, the holder is entitled to make the date of acceptance 
the date of the first presentment. 

An acceptance may be either (a) general or (b) qualified. 

A general acceptance assents without qualification to the 
order of the drawer. A qualified acceptance in express terms 
varies the effect of the bill as drawn. In particular, an 
acceptance is qualified which is— 

(a) conditional, that is to say, which makes payment by 
the acceptor dependent on the fulfilment of a condition 
stated therein ; 

(5) partial, that is, an acceptance to pay part only of the 
amount for which the bill is drawn ; 

(c) local, that is, an acceptance to pay only at a particular 
specified place. An acceptance to pay at a particular place 
is a general acceptance, unless it expressly states that the 
bill is to be paid there only and not elsewhere : 
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(d) qualified as to time, as when a bill for two months is 
accepted for four ; 

Nt the acceptance of one or more of the drawees, but not 
of all. 

The holder of a bill may refuse to take a qualified accept- 
ance, and if he does not obtain an unqualified acceptance, 
he may treat the bill as dishonoured by non-acceptance. 

Dishonour by Non-acceptance.—When a bill is duly pre- 
sented for acceptance and is not accepted within the 
customary time (usually twenty-four hours), it must be 
treated as dishonoured by non-acceptance, or else the 
holder will lose his right of recourse against the drawer and 
indorsers. 

Delivery of Bill.—A bill of exchange, although complete in 
form, is, like a deed, of no effect against the parties to it 
until it has been properly delivered. If, therefore, a bill of 
exchange gets into circulation through being stolen from the 
drawer, acceptor, or indorsers, they will not be liable upon 
it except to a holder in due course. 

Negotiable Instruments.—Partly by custom and partly by 
statute law certain documents, including bills of exchange, 
have acquired negotiability. The characteristics of 
negotiable instruments are— 

(1) The property in them, and not merely the possession, 
passes by delivery. 

(2) The holder in due course is not prejudiced by any 
defects of title on the part of the transferor or any previous 
holder, even though such prior party may have stolen the 
bill, 

(3) The holder can sue upon them in his own name. 

Negotiation of Bill.—A bill being a negotiable instrument 
may be transferred from one person to another, who then 
acquires all the rights in it. Any holder may transfer a bill 
unless the bill contains words prohibiting its transfer (such 
as a restrictive indorsement). If a bill is payable to bearer, 
it is transferable simply by delivery; if payable to order, 
it is transferable by indorsement and delivery; that is, it 
requires the holder’s signature on the back of it before being 
passed on. In any case, it is always advisable to obtain the 
indorsement of a transferor in order to make him liable as 
a party to the bill, which he would not be otherwise. 

Indorsement.—The requisites of a valid indorsement are 
that it must be written on the bill itself and be signed by 
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the indorser. The simple signature of the indorser without 
additional words is sufficient. The number of indorsements 
may be so numerous that the space on the back of the bill 
is insufficient to contain all the signatures. In this case a 
slip of paper, called an allonge, may be pasted on to the 
bill to receive any further indorsements. An indorsement 
written on an allonge, or on a “‘copy”’ of a bill, is deemed 
to be written on the bill itself. 

Where, in a bill payable to order, the payee or indorsee is 
wrongly designated, or his name is misspelt, he may indorse 
the bill as therein described, adding, if he thinks fit, his 
proper signature. 

An indorsement may be in blank or special. It may also 
contain terms making it restrictive. An indorsement in 
blank specifies no indorsee, and a bill so indorsed becomes 
payable to bearer. A special indorsement specifies the per- 
son to whom, or to whose order, the bill is to be payable, as 
“pay C. D. or order.” A restrictive indorsement prohibits 
the further negotiation of the bill, as “ pay C. D. only,” or 
“pay C. D. for the account of E.,” or “ pay C. D. or order 
for collection.” Where any person is under obligation to 
indorse a bill in a representative capacity, he may indorse 
the bill in such terms as to negative personal liability. The 
indorsement ‘sans recours’’ (without recourse to me) is 
thus often used by persons who have been acting as agents 
and not principals. 

Consideration.—The words “‘ for value received ”’ are usually 
written in a bill, but are not legally necessary, as a bill is not 
invalid by reason that it does not specify the value given, 
or that any value has been given therefor. Moreover, every 
party whose signature appears on a bill is prima facie deemed 
to have become a party thereto for value. This presump- 
tion, however, may be rebutted by evidence to the contrary. 
Valuable consideration for a bill may be constituted by— 

(a) Any consideration sufficient to support a simple 
contract ; 

(0) An antecedent debt or liability, whether the bill is 
payable on demand or at a future time. 

An accommodation party to a bill is a person who has signed 
a bill as drawer, acceptor, or indorser, without receiving 
value tor it, and for the purpose of lending his name to some 
other person. An accommodation party is liable on the bill 
to a holder for value; and it is immaterial whether, when 
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such holder took the bill, he knew such party to be an 
accommodation party or not. 

If a bill which has been previously accepted for value 
received is ultimately handed to a person as a gift, the holder 
cannot recover the amount from his immediate transferor as 
no consideration has passed; he can, however, recover it 
from any of the other parties to the bill. If a bill be given 
for a wagering or gaming debt, the holder cannot sue the 
loser upon it as the consideration is illegal. But if the bill 
is transferred for value to a third person who is unaware 
of the gaming transaction, such third person can enforce 
payment. 

Holder in Due Course.—A holder in due course is a holder 
who has taken a bill, complete and regular on the face of it, 
under the following conditions, namely— 

(a) That he became the holder of it before it was overdue, 
and without notice that it had been previously dishonoured, 
if such was the fact. 

(0) That he took the bill in good faith and for value, and 
that at the time the bill was negotiated to him he had no 
notice of any defect in the title of the person who 
negotiated it. 

Every holder of a bill is primd facie deemed to be a holder 
in due course. 

Presentation for Payment.—Except in a few special 
instances, a bill must be duly presented for payment, other- 
wise the drawer and indorsers will be discharged from their 
liability. A bill payable on demand must be presented 
within a “‘reasonable”’ time. A bill not payable on demand 
must be presented on the due date at the place of payment 
or address of drawee or acceptor mentioned in the bill; or 
if this is not specified, at the drawee’s or acceptor’s place of 
business if known; and if not, at his ordinary residence if 
known; and if not, at his last known place of business or 
residence, or wherever he can be found. Where authorised 
by agreement or usage, a presentment through the Post 
Office is sufficient. Presentation for payment is not 
necessary in order to make an acceptor liable. 

Dishonour by Non-Payment.—A bill is dishonoured by 
non-payment (a) when it is duly presented for payment and 
payment is refused or cannot be obtained, or (0) when pre- 
sentment is excused by the Act and the bill is overdue and 
unpaid. When a bill is dishonoured by non-payment, an 
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immediate right of recourse against the drawer and indorsers 
accrues to the holder. When a bill is dishonoured by non- 
acceptance or non-payment, notice of dishonour must be 
given to the drawer and each indorser, or they will be dis- 
charged from their obligations. The notice may be given in 
writing or by personal communication. The return of a 
dishonoured bill to the drawer or an indorser is, in point of 
form, deemed a sufficient notice of dishonour. Notice must 
be given immediately after dishonour or within a reasonable 
time. Each party who receives notice of dishonour is allowed 
reasonable time to give notice to antecedent parties to the 
bill. Where a notice of dishonour is duly addressed and 
posted, the sender is deemed to have given due notice 
of dishonour, notwithstanding any miscarriage by the 
Post Office. There are, however, certain cases mentioned 
in the Act in which notice of dishonour is dispensed 
with. 

Noting and Protest of Bill.—Where an inland bill has been 
dishonoured, it may, if the holder think fit, be noted for non- 
acceptance or non-payment as the case may be; but it is 
not legally necessary in order to preserve the holder’s rights 
against the drawer and indorsers. It is often done, how- 
ever, in order to prevent any subsequent dispute as to the 
dishonour. 

Where a foreign bill has been dishonoured by non-accept- 
ance, it must be duly protested for non-acceptance; and 
where such a bill, which has not been previously dishonoured 
by non-acceptance, is dishonoured by non-payment, it must 
be duly protested for non-payment; otherwise the drawer 
and indorsers are discharged. A bill which has been pro- 
tested for non-acceptance may be subsequently protested for 
non-payment. Provided a bill is duly noted on the day of 
its dishonour, or on the next succeeding business day, the 
protest may be extended subsequently as of the same date 
as the noting. A bill must be protested at the place where 
it is dishonoured, unless it has been presented through the 
post office, when it may be protested at the place to which 
it is returned by post. Where the acceptor of a bill becomes 
bankrupt or insolvent or suspends payment before it matures, 
the holder may cause the bill to be protested for better 
security against the drawer and indorsers, The noting and 
protest is the only recognised evidence of dishoncur in many 
foreign courts. 
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A Protest must contain a copy of the bill, and must be 
signed by the notary making it, and must specify— 

(a) The person at whose request the bill is protested ; 

(b) The place and date of protest, the cause or reason for 
protesting the bill, the demand made, and the answer given, 
if any, or the fact that the drawee or acceptor could not be 
found. 

It is not necessary to protest a bill in order to make the 
acceptor liable. 

Liability of Drawer.—The drawer of a bill, by drawing it, 
engages that on due presentment it shall be accepted and 
paid according to its tenor, and that if it be dishonoured 
he will compensate the holder or any indorser who is com- 
pelled to pay it, provided that the requisite proceedings on 
dishonour be duly taken. 

Duty of Holder.—Where the holder of a bill presents it for 
payment, he must exhibit the bill to the person from whom 
he demands payment, and when a bill is paid the holder 
must forthwith deliver it up to the party paying it. 

Damages on Dishonour.—Where a bill is dishonoured, the 
measure of damages, deemed to be liquidated damages, is 
as follows— 

(1) The holder may recover from any party liable on the 
bill, and the drawer who has been compelled to pay the bill 
may recover from the acceptor, and an indorser who has 
been compelled to pay the bill may recover from the acceptor 
or from the drawer, or from a prior indorser— 

(a) The amount of the bill; 

(0) Interest thereon from the time of presentment for pay- 
ment if the bill is payable on demand, and from the maturity 
of the bill in any other case ; 

(c) The expenses of noting, or, when protest is necessary, 
and the protest has been extended, the expenses of protest. 

(2) In the case of a bill which has been dishonoured 
abroad, in lieu of the above damages, the holder may recover 
from the drawer or an indorser, and the drawer or an 
indorser who has been compelled to pay the bill may recover 
from any party liable to him, the amount of the re-exchange, 
with interest thereon until the time of payment. 

Discharge of Bill.—A bill is discharged by payment in due 
course by or on behalf of the drawee or acceptor. “‘ Pay- 
ment in due course’’ means payment made at or after the 
maturity of the bill to the holder thereof in good faith and 
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without notice that his title to the bill is defective. Where 
an accommodation bill is paid in due course by the party 
accommodated, the bill is discharged. When the acceptor 
of a bill is or becomes the holder of it at or after its 
maturity, in his own right, the bill is discharged. Where 
a bill is intentionally cancelled by the holder or his agent, 
and the cancellation is apparent thereon, the bill is 
discharged. 

Alteration of Bill.—Where a bill or acceptance is materially 
altered without the assent of all parties liable on the bill, 
the bill is avoided except as against a party who has himself 
made, authorised, or assented to the alteration, and sub- 
sequent indorsers. In particular the following alterations are 
material, namely, any alteration of the date, the sum pay- 
able, the time of payment, the place of payment, and where 
a bill has been accepted generally, the addition of a place of 
payment without the acceptor’s assent. 

Acceptance for Honour supra Protest.—Where a bill of 
exchange has been protested for dishonour by non-accept- 
ance, or protested for better security, and is not overdue, 
any person, not being a party already liable thereon, may, 
with the consent of the holder, intervene and accept the bill 
supra protest, for the honour of any party liable thereon, or 
for the honour of the person for whose account the bill is 
drawn. A bill may be accepted for honour for part only of 
the sum for which it is drawn. An acceptance for honour 
supra protest, in order to be valid, must (a) be written on the 
bill, and indicate that it is an acceptance for honour, (b) be 
signed by the acceptor for honour. Where an acceptance 
for honour does not expressly state for whose honour it is 
made, it is deemed to be an acceptance for the honour of 
the drawer. Where a bill payable after sight is accepted 
for honour, its maturity is calculated from the date of the 
noting for non-acceptance, and not from the date of the 
acceptance for honour. 

Where a dishonoured bill has been accepted for honour 
supra protest, or contains a referee in case of need, it must 
be protested for non-payment by the drawee (if he refuses 
payment on presentation of the bill to him) before it is pre- 
sented for payment to the acceptor for honour, or referee in 
case of need. When a bill of exchange is dishonoured by the 
acceptor for honour, it must be protested for non-payment 
by him. 
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Payment for Honour supra Protest.—Where a bill has been 
protested for non-payment, any person may intervene and 
pay it supra protest for the honour of any party liable 
thereon, or for the honour of the person for whose account 
the bill’ is drawn. Payment for honour supra protest, in 
order to operate as such and not as a mere voluntary pay- 
ment, must be attested by a notarial act of honour which 
re be appended to the protest or form an extension 
of it. 

Lost Bill.—Where a bill has been lost before it is overdue, 
the person who was the holder of it may apply to the drawer 
to give him another bill of the same tenor, giving security 
to the drawer if required to indemnify him against all per- 
sons whatever in case the bill alleged to have been lost is 
found again. If the drawer, on request, refuses to give such 
duplicate bill, he may be compelled to do so. 

Forgery. No title to a bill can be made through forgery. 
A transferee acquires no rights through a bill which bears 
a forged signature of either drawer, acceptor, or endorser, even 
though he had no knowledge of the forgery. He can, how- 
ever, demand repayment of the amount he has paid for the 
bill from his transferor. 

Bill in a Set.—Where a bill is drawn in a set, each part 
of the set being numbered, and containing a reference to the 
other parts, the whole of the parts constitute one bill. The 
acceptance may be written on any part, and it must be 
written on one part only. Any person who accepts, or any 
person who indorses, more than one part will be liable on 
the said parts as if they were separate bills. With these 
exceptions, where any one part of a bill drawn in a set is 
discharged by payment or otherwise, the whole bill is 
discharged. 

Foreign Bills—By Section 4 of the Act a foreign bill is 
any other bill which does not come within the definition of 
an inland bill. It is usually defined as a bill drawn in one 
country, but payable in another. Such bills generally bear 
the words “‘ value received,” or “‘ value in account,” and are 
drawn in sets of three, called “ vias.’’ Each is numbered, 
and expressed to be payable only on condition that the 
other two are unpaid. The three forms are sent off at 
different times, in order to diminish the risk of losing the 
bill, and to prevent delay arising from such loss. The 
following is a common form of foreign bill— 
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Exchange for £500. London, 
Iebebs elon 


At forty days after sight pay this First of Exchange 
(Second and third of the same date and tenor unpaid) to 
M. Henri Barthelmeh or order five hundred pounds for 
value received. 


To Messrs. Frere et Cie, JoHN SMITH. 
Paris. 


The amount of a foreign bill is often stated in the currency 
of the country where it is payable. Where a bill is drawn 
out of, but payable in, the United Kingdom and the sum 
payable is not expressed in the currency of the United King- 
dom, the amount, in the absence of some express stipula- 
tion, is calculated according to the rate of exchange for sight 
drafts at the place of payment on the day the bill is payable. 

Usance.—Foreign bills are usually made payable at one or 
more “ usances,” 7.¢., time of payment as fixed by custom. 
For instance, the usance between London and New York 
is sixty days after sight. 

After Sight.—Foreign bills are usually made payable “ after 
sight”; and in this case the acceptor must date his accept- 
ance, as the time of payment begins to run from the date 
of such acceptance. 

Stamp.—A foreign bill need not be stamped paar it is 
issued; but it must be stamped before it is negotiated in 
the British Isles. 

Documentary Bill.—(See DoCUMENTARY BILL.) 

Clean Bill.—One to which no documents are attached. 


NOTES ON BILLS OF EXCHANGE. 


How to Distinguish between Bills Receivable and Bills 
Payable.—(1) By the acceptor— 

(a) If I accept, it is to me a Bill Payable. 

(0) If someone else accepts, it is to me a Bill Receivable. 
To accept a bill does not mean, as many students seem to 
think, to receive it, but to agree to pay it. 

(2) By the drawer— 

(a) Bills I draw are to me Bills Receivable. 
(0) Bills drawn on me are to me Bills Payable. 
(3) When the acceptor or drawer is not mentioned— 
(a) If the bill comes in it is a Bill Receivable. 
(5) If the bill goes out it is a Bill Payable. 
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A Bill Receivable may also go out, and a Bill Pay- 
able may also come in; but definite information must 
a given in these cases. The above is the general 
rule. 

Note.—A Bill Receivable and a Bill Payable are not 
two separate documents, but one and the same document 
looked at from different points of view. The person 
who is to receive the money calls it a Bill Receivable, 
and the person who has to pay the money calls it a Bill 
Payable. 

Journal Entries for Bills —(1) Bills Receivable come in and 
are debited thus— 

(a) Bill Receivable Dr. 
To Giver Cr: 

Sometimes we receive one person’s bill from another 
person, but we must nevertheless credit the Giver, not the 
person whose name is on the bill. 

(2) Bills Payable go out and are credited thus— 

(o) Person to whom Bill is given Dr. 
To Bill Payable Cr. 

(3) A Bill Receivable, after coming in to me, may be sent 
out again by me to any one to whom I myself owe money, 
thus— 

(c) Person to whom the Bill is given Dr. 
To Bill Receivable Cr. 
Because a Bill Receivable is paid away again to someone 
else, it is not turned into a Bill Payable. A bill to be my 
Bill Payable must be my own acceptance. The above bill 
(c) was someone else’s acceptance when it came in to me, 
and, therefore, remains someone else’s acceptance when it 
goes out again. 

Bills with Discount.—Sometimes Discount is allowed when 
bills are received and given. The above journal entries 
would be, in that case, as follows— 

(a) Bill Receivable Dr. 

Discount Dr. 
To Giver ~ -Cr. 
(0) Person to whom bill is given Dr. 
To Bill Payable Cr, 
», Discount CH: 
(c) Person to whom bill is given Dr. 
To Bill Receivable Cy. 
», Discount C7, 


99 


BIL] DICTIONARY OF BOOK-KEEPING [BIL 


Bills with Interest. Sometimes Interest is charged when 
bills are received and given. The journal entries, in that 
case, would be as follows— 

(a) Bill Receivable Dr. 

To Person Cr: 


Person Dr. 
To Interest Cy. 
(b) Person Dr. 
To Bill Payable CK 
Interest Dr: 
To Person CP 


Discount goes on the same side as the bill and in the same 
entry. Interest goes on the opposite side to the bill and 
in a separate entry. Discount decreases the amount payable 
or receivable, whereas interest zncreases it. 

Cash Book Entries for Bills. (1) Bills Receivable and Bills 
Payable come into the Cash Book when they are received or 
paid at maturity, that is, the due date, allowing for the 
three days of grace, thus— 


Dr CASH BOOK. Cr. 
Cash or Cash or 
Receipts. 


Amount Peri By Bill Payable. | Amount of 


3 Bank. Payments. | Bank. 
Bill, | Bill. 


) 
=, Si 5 a 
To Bill Receivable. | A 
| 
| 


(2) A Bill Receivable also comes into the Cash Book when 
it is discounted, that is, turned into money before the due 
date, thus— 


Dr. CASH BOOK. 
Receipts. Discount Cash or Payments Cash or 
"i (Banik. ¥ ; Bank 
To Bill Receivable |} Amount of Net 
Discount. || amount 
received. 
Or 
To Bill Receivable Full By Bankers’ Dis- || Amount 
Amount {count or Discount of 
of Bill. on Bills Discount. 
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In discounting a bill, the bill is spoken of by its face value, 
that is, the amount written on it. Thus, “ discounted a 
bill for £100 and was charged {1 5s. discount,” does not 
mean that we received £100, as so many students think, but 
merely that £100 was the value of the bill discounted. What 
we should receive in this case would, therefore, be the 
difference, namely, £98 15s. 

(3) Bills Receivable and Payable also come into the Cash 
Book when they are received or paid before maturity, under 
Rebate, that is, a Cash Discount allowed for payment before 
the due date, thus— 


Dr. CASH BOOK, Cy. 
Dis- | Cash or Dis- |; Cash or 
Receipts. count. || Bank. Payments. | count. || Bank. 


f i} | 
To BillKeceivable.; Amount | Amount || Net 


Net 
| lost. | Amount} By Bill Payable.| gained. || Amount 
| || Receiv'd. | Paid. 


The words “ met,’’ “ redeemed,’ “honoured,’’ “ lifted,’’ 
“taken up,’’ “ retired by cheque,’’ all signify the same ing, 
namely, that the bill has been received or paid. 

The student must not be misled by, the word “ paid.’’ 
Thus “‘ paid Brown bill £50 on account,” is not a Cash Book 
entry. We can pay an account (1) by bill, (2) by goods, 
(3) by cash, but only Cash payments come into the Cash 
Book. 

Some students when they meet with a phrase like the 
following : “‘ Received from A. Brown bill for £50,” enter 
it in the Cash Book; but this is quite wrong. When bills 
first come in or go out, they are not money, but only ro- 
mises of money, and they do not go into the Cash Book until 
they are received or paid in money. 

Renewing Bills.—To renew a bill is to cancel the bill 
already in circulation, usually before maturity, in order to 
prevent dishonour, and to give a new bill payable at a later 
date, interest being generally charged for this extension of 
time. The old bill must be cancelled, as the stamp duty 
only covers the bill up to maturity; and if we carry a bill 
on after this date, we must make a fresh payment of stamp 
duty, which means buying a new bill form altogether, as the 
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stamp is impressed on the form. When bills are renewed 
before dishonour, three journal entries are required. 


(a) When a Bill Payable is renewed with interest— 


(1) Bill Payable Dr. 
To Creditor Cr. 
(to cancel the old bill). 
(2) Creditor Dr. 
To Bill Payable Se 
(for the new bill). 
(3) Interest Dr. 
To Creditor crs 


(for loss of interest). 
(5) When a Bill Reccivable is renewed with interest— 


(1) Debtor Dr. 
To Bill Receivable cr 
(to cancel the old bill). 


(2) Bill Receivable Dy. 
To Debtor Cr. 

(for the new bill). 
(3) Debtor Dr. 
To Interest or 


(for gain of interest). 


If bills are renewed after dishonour, only the last two 
entries are required in each case, that is, in addition to the 
cancelling entry either in the Journal or Cash Book. 

In exercises the student is sometimes given only the 
amounts of the two bills, and must find the interest for him- 
self. This is merely the difference between the two amounts. 
In other cases, the student is given the amount of the old 
bill and the amount of the interest, and must find the value 
of the new bill, This is simply the amount of the old bill 
plus the interest. 

Sometimes a bill is renewed for only part of the old 
amount, the balance being paid in cash. Students must 
remember that the Cash is being paid off the account, not 
off the bill, as we cannot partly pay a bill. For instance, 
suppose I had given Brown & Co. a bill payable for £500, 
which I find afterwards I shall be unable to meet at 
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maturity. I then arrange to pay Brown £200 and to give 
him a new bill with interest for the balance. Four entries 
would be required, the usual three journal entries for renew- 
ing a bill payable, and also a Cash Book entry. And the 
point to remember is that the Cash Book entry would be 
“ By Brown, £200,” not “ By Bill Payable, £200.” These 
remarks apply also to Bills Receivable renewed in part 
together with a cash payment by the debtor. The Cash 
Book entry would be ‘To Debtor,” not ‘“ To Bill Receiv- 
able.” Students should particularly note this, as it is a 
very frequent error. 

Dishonoured Bills.—There is perhaps no greater stumbling- 
block to a book-keeping student than bills, especially dis- 
honoured bills. Even advanced students have very often 
only a dim comprehension of them. There is hardly any- 
thing an advanced student dislikes more in an examination 
paper than an elaborate bill problem involving dishonoured 
bills. But the difficulty, though great, is not insurmount- 
able. One way of overcoming it is to try and grasp clearly 
the position of affairs, and another way is practice in 
examples of this kind of bill. 

When we receive a bill, three things may be done with it. 
We may— 

(1) Keep it until it is due; 

(2) Discount it, that is, cash it before it is due; 

(3) Pay it away to one of our creditors. 

Now, obviously, there cannot be one fixed entry for a dis- 
honoured bill. It depends entirely upon what has been 
done with the bill, and in an exercise the bill should always 
be traced, if possible. 

At maturity a bill may be payable either at the 
acceptor’s place of business or at his bankers. In the first 
case, we should present the bill at his office ourselves; in 
the second case, we should pay it into our bankers (debiting 
the Bank column in the Cash Book) to present at the 
acceptor’s bank: this is called paying in for collection. 
And, in either case, if payment were refused, the bill would 
be said to be dishonoured. 

Dishonoured bills are often noted, and the notary public’s 
fees for re-presenting the bill and certifying its dishonour, 
called noting charges, must be paid by the holder of the 
bill, who is entitled to recover them from the acceptor or 
from the person from whom he received the bill. 
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(1) If the dishonoured bill has not gone through the Cash 
Book, then Journal entry— 
Acceptor Dr. 
To Bill Receivable Cr 
(to cancel the bill). 


For the noting charges a Cash Book entry— 


Dr. CASH BOOK. Cr. 


Amount Paid. 


i : 

Receipts. Payments. | Cash Column. 
| 

By Acceptor. 


(2) If the dishonoured bill has gone through the Cash 
Book, either— 

(a) By being discounted ; or 

(6) By being paid in for collection; then on credit side 
of Cash Book if the bank gets the bill noted— 


BANK COLUMN. 


By Acceptor. | Amount of Bill plus noting charges. 


If we ourselves get the bill noted, then— 


CASH COLUMN. BANK COLUMN. 


Amount of 


By Acceptor. Bill. 


“Amount of 
Noting Charges. 


(3) If the dishonoured bill is one which has previously 
been paid away by me to one of my creditors, then Journal 
entry— 

Acceptor Dr: 
To Creditor Cr 
(for amount of bill plus noting charges). 

Note.—A dishonoured bill, and the noting charges (if any), 
are always charged or debited to the acceptor if we obtained 
the bill direct from him; if not, to the person from whom 
we received the bill. a 
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The following examples, specially compiled from the 
examination papers of the various examining bodies, include 
every difficulty in bills, and should, together, with the keys 
and notes which follow, prove of very great assistance to 
the student. 


BILLS OF EXCHANGE. 


Example No. 1. 


Record the following transactions in Journal and Cash 
Book— 


Gave Brown & Co. a Bill at 2 months for £80. 

Received Smith & Co.’s Bill at 3 months for £100. 

Handed Brown & Co. my Acceptance at 3 months for £120. 

Brown & Co. forward me their Acceptance at 2 months for £95. 

Drew on Smith Bros. for £285, allowing them discount 15. 

Accepted Jones Bros.’ draft for £190, being allowed discount £10. 

F. Smith drew on me at 2 months for £95. 

My customer J. Roberts handed me a Promissory Note for £50 

lent him. 

9. Gave M. Robinson a P/N for £200 borrowed from him. 

10. Sent F. Brown’s Acceptance for £160 to Smart Bros. 

11. Received F. Jones’ Acceptance for £90 from Stiff & Co. 

12. Drew on Jones & Co. at 2 months for £500 payable to Smith 
Bros. 

13. Accepted draft drawn on us at 3 months for £150 by Bell & Co, 
in favour of J. Kent. 

14. Bought goods £250 from Smart & Co. for 2 months’ Bill less 5%. 

15. Sold goods £150 to Taylor & Co. for 2 months’ Bill less 24%. 

16. Jones Bros.’ Acceptance for £200 duly met to-day. 

17. My Acceptance to Jones Bros. for £150 duly honoured. 

18. Lamb & Co.’s P/N for £50 duly taken up. 

19. My P/N to Bentley & Co. for £75 redeemed to-day. 

20. Paid Bills in hand into Bank for collection, £250. 

21. Discounted Brown & Co.’s Acceptance for £200, discount £2 10s. 

22. Discounted F. Jones’ Acceptance for £250 at 4 months with 
Johnson & Timms at 5%. 

23. Smith Bros. retired their Acceptance for £100 under rebate £1 5s. 

24. Paid off my Acceptance to Robinson & Co., £200, under rebate 
£2 10s. 

25. Sent Brown & Co. sight draft for £200. 

26. Received sight draft for £250 from Smith & Co. 

27. Received Bill dated Ist June at 10 days for £95 from R. Jones. 

28. Sent Smith Bros., Paris, 7 days’ draft for £85. 

29. Sold furniture for £100 to Smith Bros., and received in payment 
my own Acceptance to Jones Bros. for £100. 

30. Received of Smith Bros.: Brown & Co.’s Draft on me for £400 
due in 2 months. Credited them with £396 13s. 4d. 

31. Endorsed and handed to Peter Robinson & Co. F. Smith’s 

Acceptance at 4 months for £1,000, for which they gave 

credit £983 6s. 8d. 


ORSINI 
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Key to Example No. 1. 


JOURNAL. Dy. Cr. 
19.. 
1 Brown & Co. .. as salt 80 
To Bill Payable .. ie 80 
2 | Bill Receivable e. ..|| 100 
To Smith & Co... Js 100 
3 Brown & Co. .. A ell 120 
To Bill Payable .. oe 120 
4 Bill Receivable Bs zi 95 
To Brown & Co. 2 95 
5 Bill Receivable Si sole 2S5 
Discount a Selle o 
To Smith Bros. Se Ss 300 
6 Jones Bros. .. aa ..|| 200 
To Bill Payable .. oe 190 
», Discount oe aia 10 
a F. Smith a eet, 25! 
To Bill Payable Sc vail 95 
8 Bill Receivable Bae <i goo 
To J. Roberts .. ‘is 50 
9 M. Robinson .. .-|| 200 
To Bill Payable . 4 200 
10 Smart Bros. .. ..|| 160 
To Bill Receivable ne 160 
11 Bill Receivable ae ai OU 
To Sth cConwe.. es 90 
10. Bill Receivable ea ..|| 500 
Toxjones & Co... ae 500 
Smith Bros. .. ..|| 500 
To Bill Receivable Ane 500 
13 Bell & Co. Ae : ath LOO 
To Bill Payable | we 150 
14 Simart) 6 .Cosues 4 all 200) 
Loy Bult Payable ai 237| 10 
» Discount ae ie 12} 10 
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JOURNAL—continued. Dr. Cr. 


15 Bill Receivable an 4G 5 
Discount eG ae ra 3) 15 
To Taylor & Co. i 150 


27 Bill Receivabie ws Ali ss 
To R. Jones ae ae 95 


29 Smith Bros. .. ne ..|| 100 
To Furniture sis sie 100 


Bill Payable .. ae . |} 100 
To Smith Bros. .. me 100 


30 Bill Payable .. ae ..|| 400 
‘ToOuomith Bros. a. if 400 


Smith Bros. 26 a5 ae 3} 6/8 
To Interest a6 aa 3} 6 8 


31 P. Robinson & Co. .. . 1000 
To Bill Receivable ee 1000 


Interest a ee oe 16} 13 4 
Mop RObinsonmcn Con. 16) 13 4 


(For CAsH Book see next page.) 


Notes to Key. 


8 and 9. Promissory notes are more usual for loan 
transactions. Where such notes are very few they may 
be treated like bills; but, if numerous, ‘‘ Promissory Notes 
Receivable”’ and ‘‘ Promissory Notes Payable’’ accounts 
should be opened. 

12. Two entries must be made, otherwise the bill will 
be ignored, which is not possible in practical work. The 
entry Smith Dy. to Jones would, however, be theoretically 
correct. 

13, It matters not to whom we are asked to pay. We look 
upon the bill as settling Bell’s account, and therefore debit 
Bell & Co. with it. 

14 and 15. An entry would also be required for No. 14 
in the Purchases Book, and for No. 15 in the Sales Book, 
in addition to the Journal entry for the bill in each case, 
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Students are. constantly mixing these bills up because they 
do not reason the matter out. Yet it is simple enough. 
If we buy goods for a bill we shall have to pay for them ; hence 
the Bill must be a Bill Payable. When we sell goods for a bill 
we expect to receive the money ; hence the Bill will be a Bill 
Receivable. 

21 and 22. It is immaterial with whom we discount the 
bill, whether with our bankers or a firm of bill brokers; the 
Cash Book entry is “ To Bill Receivable.” The rate of dis- 
count is usually taken to mean “ per annum.’ Some banks 
credit the full amount of the bill and debit the discount ; 
others credit only the net value of the bill after discount. 

25 and 26. Sight drafts are equivalent to cheques, and 
are therefore entered straight into the Cash Book. 

27. Thirteen days after date, that is ten plus three days of 
grace, the bill would become due; and the student would 
be expected, in the absence of any information as to dis- 
honour, to enter the bill in the Cash Book as having been 
met. 

28. There are three ways of paying a foreign creditor. 
(1) If we have a debtor in Paris, we can draw on our debtor 
payable to our creditor. (2) If the transactions are suffi- 
ciently numerous, we can open an account with a Paris 
bank, and draw cheques on the French bank to pay the French 
creditors. (3) If we have no debtor in Paris, and no French 
banking account either, we may, as in this case, buy a foreign 
draft. We write out a cheque for the English equivalent 
of the foreign debt, and from a broker on the Royal Exchange 
buy with our cheque a draft payable at the broker’s Paris 
office in francs and centimes, which draft we forward to 
our Paris creditor. And having given away a cheque we must 
record it on the credit side of the Cash Book ; and we enter 
it as if we had actually sent our creditor the cheque itself. 

29. In this case a person’s own acceptance is returned to 
him in payment of a debt due to him. If this happens at 
maturity the bill is forthwith discharged. 

30 and 31. In these cases unmatured bills are being used 
to settle debts presumably payable immediately. In each 
case interest is charged for the unexpired term of the bill. 
As the bills can only be entered at their face value, a separate 
entry must be made showing the difference between the bills 
and the amount credited, in each case, as a gain or loss of 
interest 
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Example No. 2. 
RENEWING BILLS 
(before and after dishonour). 


1. Brown Bros.’ acceptance for £100 renewed for three 
months with interest at 5 per cent. 

2. My acceptance to Smith & Co. for £250 renewed for 
four months with 5 per cent. interest. 

3. Smith and Jones retire their acceptance for {£350 by 
cheque £150, and a new bill at one month for the balance, 
interest at 5 per cent., together with the bill stamp, being 
paid in cash. 

4, Retired my acceptance to Walker & Son for £500 by 
cheque £200, and a new bill at two months with interest at 
4 per cent. for the balance, being charged also with bill stamp. 

5. Jones Bros.’ acceptance for £1,220 due this day returned 
by Bank dishonoured, with noting charges and expenses 
£1 5s. 6d. Renewed same for five months with interest at 
6 per cent., noting expenses, interest, and bill stamp, being 
duly paid in cash at once. , 

DISHONOURED BILLS. 

6. Jones Bros.’ acceptance for £500, due this day, returned 
dishonoured. Noting charges, 6s. 

7. Jones Bros.’ acceptance for £500, due this day, returned 
by Bank dishonoured with noting charges, 6s. 

8. Jones Bros.’ acceptance for £500, due this day, 
returned by Smith & Co. (one of my creditors) dishonoured. 
Noting charges paid by them, 6s. Withdrew same in 
exchange for my cheque. 

9. My own acceptance to Smith Bros. for £600 dishonoured 
through omitting to give Bank instructions to pay same. I 
receive a debit note from them for £600 12s. 6d., including 
noting charges and expenses. I settle it by cheque. 

Enter the above transactions in Journal and Cash Book. 


Key to Example No. 2. 


To Brown Bros. .. 


JOURNAL. 
u Dr. Cr 
—— — j —— — = 3 — 7 — ——— ] —— — ee oe 
1 Brown Bros. .. a ..|| 100 } | | 
To Bill Receivable -.|! 100 | 
Bill Receivable 101] 5| | | 
| 
| 
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JOURNAL—continued. Dr. Cr. 


Brown Bros. .. ay ate Y 5 
To Interest rr ae hia 


2 Bill Payable .. 3 Soll) al 
To Smith & Co.. ae 250 


sSimthy cy Couns... ae --| 2544 3] 4 | 
To Bill Payable .. re | 254) 3} 4 


Interest one 4, 3 4 
To Smith & Ca. 6 ANE Sy 2 


3 Smith & Jones .-|| 350 
To Bill Receivable Salle | 350 


Bill Receivable 2. 200 | 
To Smith & Jones malt 200 


Smith & Jones ee i 16 8 
To Interest 56 510 16} 8 


4 Bill Payable .. --|| 500] | 
To Walker & Son Srl 500 


Walker & Son. -.|| 302) 4 
To Bill Payable . Ae 56 302) 4 


Bill Stamp... a6 oe 4 
Interest Nall 
To Walker '& Son. yell 2| 4 


5 Bill Receivable ae «L220 
To Jones Bros. .. oe 1220 


Jones Bros. .. a --{| 30} 10 
To Interest ae eal 30} 10 


6 Jones Bros. . ..|| 500 

To Bill Receivable ae 500 
8 | Jones Bros. : ..|| 500} 6 
To Smith & Co.. ee 500} 6 


9 Bill Payable .. Be . |) 600 
Noting Expenses ne % WA |S 
To Smith Bros. .. ie 600} 12 | 6 


- (For Caso Book see next page.) ee 


Bills Receivable and Payable Books.—Where bill transac- 
tions are very numerous, specially ruled books are used in 
order that full particulars may be kept of each bill. 
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Bills Receivable and Payable Ledgers are also in use, and 
sometimes form part of the double entry books, there being, 
in this case, no Bills Receivable or Payable accounts in the 
General Ledger. The rulings are almost identical with the 
Bill Books, additional columns, however, being provided to 
show the disposal of each bill. 


Examples of Bill Book Transactions. 
From the following particulars compile Bills Receivable 
and Payable Books, and post same to Ledger accounts. 
N.B.—AIl my own acceptances were made payable at my 
bankers, Lloyds, City. 
19 


Mar. 1. Drew on Smith Bros. at 1 month after date for £190, 
allowing them discount £10. No. of bill, 157. 
2. Received Smith Bros.’ acceptance, payable at Lloyds’ 
Bank, Holborn. 
.. 2 Accepted Smith & Oliver’s draft of the Ist inst., at 2 m/d 
for £134 7s. 8d., in favour of Brown Bros. No. of bill, 79: 
8. Received of Cook & Son, Jones & Co.’s acceptance to 
them for £125 6s. 8d., dated Jan. 8th at 2 m/d, payable 
at Parr’s Bank, Strand. 

» ll. Gave Brown & Jones my acceptance dated 10th inst., 

at 10 days after date, for £150. 

» 11. Received Watson & Co.’s acceptance of my draft of 

yesterday, at 3 m/d for £67 15s., payable at Bank of 
England, Derby. 

15. Giles & Co. forward me F. H. Brown’s acceptance to them for 
£250, payable at Birkbeck Bank. Bill drawn Feb. 18th 
at 2 months after sight. Acceptance dated Feb. 28th. 

» 20. Received Porters & Sons’ draft of the 19th inst., at 3 m/d, 

in favour of Smith & Sons for £218 10s.; discount 
allowed, £11 10s. Returned same duly accepted. 

» 21. Drew on W. Marshman at 4 m/d for £243 15s., allowing 

discount, £6 5s. 

» 22. Received W. Marshman’s acceptance, payable at Coutts’ 

Bank, City. 

» 26. Received Reeve Bros,’ draft on me of yesterday’s date 

for £300 at 1 m/d. Returned same accepted. 

,» 30. Returned, duly accepted, F. H. Archer’s draft on me of 
the 29th inst., at 4 m/d, for £78 2s. 6d., in favour of 
Welsh & Co. 

30. A. Shepherd forwards me L. Cox’s acceptance to W. Timms 
for £120 17s. 10d. Bill drawn Jan. 28th, at 2 m/d, and 
payable at Joint Stock Bank, Chester. 

31. Accepted Wallis & Co.’s draft dated Mar. 20th, at 3 m/s, 
for £165 15s.; discount allowed, £4 5s. 


Bill No. 158 was duly met, No. 160 was discounted, and 
No. 162 was dishonoured. Acceptance No. 80 was duly 
paid, and No. 82 was renewed on April 27th. Bill No. 159 
was endorsed on to Shilson & Co. on the 10th June. 
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BILLS. RECEIV 


No. rr Amount 
of Date From Whom | 20.g|| Dis- of Drawer. Acceptor, 
Bill.| Received. Received. se count. Bill. 
——] Cas et el 
Ig. ; 
157 | Mar. 2] Smith Bros. .. Be) Self Smith Bros, 
158 » 8 | Cook & Son Cook & Son Jones & Co. 
159 » 11 | Watson & Co, .. Self Watson & Co. 
160 » 15 | Giles & Co. Giles & Co. F, H. Brown 
161 » 22 | W. Marshman.. 6] 5 Self W. Marshman 
162 » 30 | A. Shepherd .. W. Timms L. Cox 
ia Rule fog 
Credit 
: Debit 
{ ” 
BILLS. PAY 
No, a Amount 
of Date To Whom BS Dis- of Drawer. To Whom 
Bill.| Accepted. Given, 3 (|| count. Bill. Payable, 
IQ.. 
79 | Mar. 2 | Smith & Oliver 134| 7} 8|| Smith & Oliver | Brown Bros, 
80 » 1 | Brown & Jones 150 Brown & Jones | Brown & Jones 
81 » 20 | Porters & Sons.. 11/10) 218|r0 Porters & Sons | Smith & Sons 
82 » 26 | Reeve Bros, 300] Reeve Bros. Reeve Bros, 
83 » 930) | Archer. 77. 78| 2| 6|| F, H. Archer Welsh & Co, 
84 » 30 | Wallis &Co. 45 165/15 Wallis & Co, Wallis & Co. 
15/15 Rule for 
Pipa Debit 
Credit 
” 
1,046 |15] 2 
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ABLE BOOK. 
Date Due Date. 
Where of Term. Remarks. 
i ; a faeilice AiPalol es 
Payable. Bill. disly |S g slslglg els 
eddies awa Qa 
IQ. 
Lloyds, Holborn | Mar. 1 1 m/d 4) 
Parrs, Strand ..| Jan 8 2 m/d IL Met C.B. 
BankofEng- | Endorsed to 
land, Derby J Mar. 10 3 m/d a3 Shilson & Co, } 
. 2 m/s Discounted 
Birkbeck .. ..| Feb. 18 {een 8 I om } 
Coutts, City ..| Mar. 21 4 m/d 24 
Joint Stock, ) : Dishonoured 
Chester.. [| Jan- 28 2 m/d 31 . j 
Posting to Ledger |:-— 
each person “ By |Bill Rec.” |and ‘“ By | Dijis |ct|.”’| (jif | ain ly |). 
Bills Rec. A/c |with total jof bills, “Tjo | Su jn /d |r ly | Drs).” 
Discount ,, eos » discount | “| Tio | Sju jn |d jr jy | Dir |s. |” 
| i 
ABLE BOOK. 
Date Due Date. 
Where of Tecm. Remarks. 
Payable. Bill. aS tal male Elise alin 
oa dlglglalels|S/alzle|z| 
P| tS LP Il [a |O jz 1A 
LO eta 
Lloyds, City Mar, 1 2 m/d 4 
do. Mar. 10 to d/d 23 Paid C. B. 
do, Mar. 19 { 3 m/d 22 
do, Mar, 25 1 m/d 28 Renewed April 27th 
do. Mar. 29 4 m/d I 
do, Mar. 20 3 m/s 3 
Posting to Ledger |— 
each person “To |Bill Pay.” Jand “To]}Djis |c |t. |” | (jit | ajn fy) 


Bills Payable A\/c with totlal of bills, 


Discount 


it 


” 


| 


”» 
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I. (SALES LEDGER.) 


Dy. SMITH BROS. Cr. 
Mar. 2/| By Bill Rec. 190 
,, Discount 10} 
Dr. COOK & SON. Cr. 
| | | Mar. 8/| By Bill Rec. 125) 6| 8 
Dr. WATSON & CO. Cr. 
| | | Mar. 11 | By Bill Rec. 67 5 
Dr. GILES & CO. Cr. 
| | | Mar. 15 | By Bill Rec. 250, 
Dr. W. MARSHMAN. Cr. 
<= | 
Mar. 22 | By Bill Rec.| 1243/15 
alee Discount 6 5 
Dr. A. SHEPHERD, Cr. 
| | | | Mar. 30 | By Bill Rec. | 120)17|10 
I. (GENERAL LEDGER.) 
Dr. BILLS RECEIVABLE. Cr. 
Mar. 31 | ToSun. Drs. | ||997)14 f | | | | 
Dr. DISCOUNT. Cr. 
Mar. 21 | To Sun. Drs, 16) 5 | | | | | 
Ml Le 
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II. (Boucut LEDGER.) 
Dr. SMITH & OLIVER. Cr. 
= 
Mar. 2| To Bill Pay.| ||134 7 8 | : 
i | : 
Dr. BROWN & JONES. Cr. 
Mar. 11] To Bill Pay.| |150 | 
Dr. PORTERS & SONS. Cr. 
Mar. 20| To Bill Pay.! ||218 10 
» » | » Discount | |} 11/10 
Dr. REEVE BROS. Cr. 
Mar. 26 | To Bill Pay.| {300 | 
Dr. F. H, ARCHER. Cr. 
Mar. 30 | To Bill Pay.| |] 78] 2| 6 | 
Dr. WALLIS & CO. Cr. 
Mar. 31 | To Bill Pay. hess | 
Pe see) SCOUnt | 4 5 | 
II. (GENERAL LEDGER.) 
Dr. BILLS PAYABLE. Cr. 
een a lewis 
| | Mar. 31 | By Sun. Crs. eee 2 
| 
Dr. DISCOUNT. Cr. 
| | : | Mar. 31 |By Sun. Crs. | 1919 
| 
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BILL OF LADING.—A document signed by the master of 
a ship on behalf of the owners, acknowledging the receipt of 
goods put on board his vessel, and setting forth the terms and 
conditions under which the goods will be carried. It is 
generally used when a cargo of miscellaneous goods is collected 
from various consignors. A Bill of Lading must be stamped 
with an impressed 6d. stamp before execution. Bills of 
Lading are usually made out in triplicate, one copy being 
kept by the master, one by the consignor, and the other 
being forwarded to the consignee. Bills of Lading are often 
made out in blank, that is, no special consignee is named. 
The ownership of the goods then remains in the consignor, 
who has, therefore, the right of “stoppage in transitu.’’ 
Although the endorsement and delivery of a Bill of Lading 
operate as a valid transfer of the property of the goods 
named therein, yet a Bill of Lading is not, strictly speaking, 
a negotiable instrument ; as the transferee, even though he 
be a bond fide holder for value, acquires no better title than 
the transferor had. A clean Bill of Lading is one that has 
no qualifications such as “ weight and contents unknown,” 
“value unknown,” etc. 


Example— 


BILL OF LADING 


Shipped in good order and well conditioned by Messrs. 
Smith & Jones in and upon the good steamship called 
the Princess Maria whereof is master for this present 
voyage William Brown and now riding at anchor in 

the river Thames and bound for Cape Town. 

20 cases of Fancy Goods 

being numbered and marked as in the margin, and 
are to be delivered in the like good order and well 
13h Ged 0) conditioned at the aforesaid port of Cape Town (the 
Act of God, the King’s enemies, fire, and all dangers 
1-10 and accidents of the seas, rivers, and navigation of 
whatever nature and kind soever excepted) unto 
11-20 Messrs. Brown & Oliver or to their assigns, they 
paying freight for the said goods Ten pounds eleven 


: shillings and sixpence with primage and average 


accustomed. In witness whereof the master of the 
said ship hath affirmed to three Bills of Lading all of 
this tenor and date one of which being accomplished 
Cape Town. the other two to stand void. 
Weight, contents, and value unknown. 
Dated in London, Wiliam Brown, 
19th May, 19... Master. 
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BILLS OF EXCHANGE, LIST J.—(See STATEMENT OF 
AFFAIRS.) 

BILLS UNDER DISCOUNT.—When a trader discounts a 
Bill Receivable which he has drawn, he transfers the bill to 
the banker, who at maturity collects the money from the 
acceptor. Should, however, the acceptor fail to pay the 
bill, the banker can demand the full value from the trader. 
Hence, on each bill the trader has discounted there exists a 
contingent liability. At balancing time, therefore, the bills 
discounted not yet matured should be totalled, and the 
amount shown as a foot-note on the Balance Sheet : “ Bills 
under Discount, £....... ” Tf it is known or expected that 
any of the bills will be dishonoured and, perhaps, become a 
bad debt, a reserve should be made providing for any loss 
that is likely to arise in connection with them. The Journal 
entry would be— 

Profit and Loss Dr. 
To Reserve for Bills under Discount Cy. 
the latter item appearing temporarily on the liabilities side 
of the Balance Sheet. 

BONUS.—(See ASSURANCE.) 

BONUS TO EMPLOYEES.—A portion of the profits dis- 
tributed among the staff in order to encourage them to take 
a greater interest in the business. In some cases, however, 
the bonus is given only to heads of departments or managers, 
as an incentive to vigilance and economy in the interests of 
the company or frm. This item figures sometimes in the 
Profit and Loss Account, sometimes in the Appropriation 
Account, according as it is a fixed amount or a percentage 
of the actual profits. A separate ledger account is opened for 
it, and this account is closed by payment in cash of the bonus 
which, till then, figures on the Balance Sheet as a liability. 

BONUS DIVIDEND.—(See DIVIDEND.) ' 

BONUS SHARES.—When a company has accumulated 
large reserves out of profits, these reserves, or a portion of 
them, are often capitalised by the issue of free or bonus 
shares, in order that the shareholders may derive some benefit 
from such reserves. As the result of successful trading, how- 
ever, the market price of the shares will probably be at a 
premium, and such shares would generally be issued at a 
premium. If such shares were issued at par, the whole 
amount would be capitalised, and the company might find 
itself unable to pay a dividend on such augmented capital, 
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unless profits continued to increase largely; whereas, if 
issued at a premium, the premium would remain in the 
business and a much smaller amount would be capitalised ; 
which would not be so likely to reduce the rate of dividend 
paid fermerly. Where the capital of a company is only 
partly called, such bonus is often applied towards making the 
shares fully paid. 

Example 1.—Bonus Shares issued at par. 

A Company, with a paid-up capital of £200,000 in £1 shares, 
having accumulated a Reserve of £60,000, resolves to capitalise 
£40,000 of it by issuing to the shareholders 40,000 bonus 
shares of £1 each fully paid, each shareholder to receive 1 
bonus share for every 5 shares held in the Company. Show 
ihe entries required to record the transaction. 


JOURNAL. Dr. Cr. 


195) 40,000 
Reserve Account ae oe . - || 40,000 

To Bonus Account : .s 
Bonus payable out of reserve in 
fully-paid shares as per resolution 
a tedi wks encawate state ater 


Bonus Account re bef . .|| 40,000 40,000 

To Share Capital Account ae 
Issue of 40,000 shares of £1 each, 
in payment of bonus, at the rate 
of 1 bonus share for every 5 shares 
held in the Company. 


Example 2.—Bonus Shares issued at a premium. 

A Company with a paid-up Capital of £120,000 in £1 shares 
resolves to distribute a bonus, equal to 25 per cent. of its 
capital, out of the Reserve Fund of £50,000. The market 
value of the shares is £3, and it is decided to issue the shares 
at a premium of £2 per share, at the rate of 1 fully-paid share 
for every 12 shares held in the Company. Show the entries 
required to record the transaction. 


JOURNAL. Dr. Cr. 
LOK 
Reserve Fund Account as . . || 30,000 
To Borus Account 30,000 


Bonus of 25 per cent. on 120,000 
shares of {1 each, payable in fully- 
paid shares as per resolution 
GERIala cemoncane cocne | 
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JOURNAL—continued. Dr. Cr. 
Bonus Account te ats . -|| 30,000 
To Share Capital Account we , 10,000 


», Share Premium Account Jin | 20,000! 
Issue of 10,000 £1 fully-paid shares, | 
at a premium of £2 per share, at 
the rate of 1 share for every 12 shares 
held in the Company. 


Example 3.—Bonus applied to making Shares fully paid. 
_ A Company with a nominal and issued Capital of £150,000 
in £1 shares, 15s. per share paid, declares a bonus, out of the 
Reserve Fund, at the rate of 334 per cent. on the paid-up 
Capital, with the object of making the shares fully paid. 
Show the entries required to record the transaction. 


JOURNAL. Dr. Cr. 
Sere . 
Final Call Account .. # . - || 37,500 
To Share Capital... Ae a 37,500 
Call of 5s. per share on 159,000 
shares as per resolution dated.... 
Reserve Fund Account 68 . -|| 37,500 
To Bonus Account os soll! 37,500 
Bonus of 334 % on £112,500 paid- 
up Capital, payable out of the 
Reserve Fund, as per resolution 
GENIE cos babe 6b 000000 SAOmOr: 
Bonus Account a ae 72|| 07,000 
To Final Call Account a 37,500 
Application of bonus to payment 
of Final Call, as per resolution 
GENS a a5 So NSO OOS U BETO Ou Oe 


BOOK DEBTS.—tThe debts owing to a trader as per his 
Sales Ledger or Ledgers, otherwise called his Sundry 
Debtors. 

When a business is purchased as a going concern, it is usual 
for the vendor to guarantee the book debts. This means 
that the buyer of the business takes over the Sundry Debtors 
at their book value; but should any losses be sustained on 
them through allowances, or discounts, or bad debts, these 
losses will be made good to the buyer by the vendor. 

BOOK DEBTS, LIST I.—(See STATEMENT OF AFFAIRS.) 
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BOOK-KEEPING.—The science and art of recording busi- 
ness transactions in books in such a manner as to show their 
effect upon the financial position of the parties concerned. 

There are two systems of book-keeping in use at present, 
Single Entry and Double Entry. 

Single Entry is that method of book-keeping which keeps 
only personal accounts. (See SINGLE ENTRY.) 

Double Entry is that method of book-keeping which keeps 
both personal and impersonal accounts. (See DOUBLE 
ENTRY.) 

The books used in book-keeping are divided into two classes— 

(a) Financial Books or Books of Account. 

(b) Statistical or Memorandum Books. 

Financial Books or Books of Account are those which form 
part of the system of book-keeping, and comprise the Ledger, 
which is the principal book; the Cash Book, which is really 
a part of the ledger separated for the sake of simplicity and 
convenience ; and the subsidiary books or books of “ first ’’ 
or “prime,’’ or “original ’’ entry, such as the Journal, 
Purchases and Sales Books, ete. 

Statistical or Memorandum Books are those used for record- 
ing details connected with the transactions that cannot con- 
veniently be included in the books of account. Such books 
are, for example, the Share Ledger of a limited company, 
Cost Books, Stock Books, the Policy Registers of an 
insurance company, etc. 

BOOKS IN USE IN A BANK.—Questions on this matter 
often appear in examination papers, and the following would 
be a suitable answer— 

Tellers or Cashiers Received Cash Books. 

Tellers or Cashiers Paid Cash Books. 

General Cash Book for summary of above. 

General Ledger. 

Investment Ledger. 

Loans Ledger. 

Discount Day Book, Cash Book, and Ledger. 

Current Account Ledgers (town and country). 

Deposit Day Books and Ledgers. 

Impersonal Ledger. 

Correspondents’ and Agents’ Books and Ledgers. 

Bills Receivable and Payable Books and Ledgers. 

The usual Company books, if a Joint Stock Banking 
Company. « 
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BOUGHT BOOK, BOUGHT DAY BOOK, BOUGHT INVOICE 
BOOK, BOUGHT JOURNAL.—(See PurcuasEs Book.) 

BOUGHT LEDGER, PURCHASES LEDGER, CREDITORS’ 
LEDGER.—The ledger in which only the creditors’ accounts 
are kept. The credit purchases are posted on the credit side 
of each personal account, and the payments of cash and bills 
on the debit side. 

BOXES.—(See PACKAGES.) 

BRANCH ACCOUNTS.—Branch accounts are generally 
divided into three main classes— 

(1) Where the branch book-keeping is done at the head 
office, the branch supplying the necessary information, or, 
as it is termed, making returns. 

(2) Where the branch keeps its own books, and at 
balancing time forwards a copy of its trial balance for 
incorporation in the head office books. 

(3) Foreign branches. 

Each of the first two classes, however, is subdivided 
according as the branch is retail or wholesale.- Moreover, 
the kind of business itself exercises a not unimportant influ- 
ence upon the method of book-keeping; for where, as in 
many trades, the stock is of a perishable nature, it obviously 
cannot be dealt with in the same way as in other businesses 
where it remains gocd indefinitely. 

Transfer of Stock to Branches.—When a branch is opened 
and stock is transferred to it from the head establishment, 
this transfer should not be treated as a sale, as is sometimes 
done ; for it is not a proper sale, but only an issue of goods. 
A Journal entry should be made debiting the Branch Account 
and crediting a ‘“‘ Goods to Branches Account.” This latter 
account is closed ultimately to the Trading Account. 

Example.—On Ist Jan., 19.., opened a branch establish- 
ment and transferred thereto £700 worth of goods from stock. 
Show the ledger accounts recording this transaction— 


Dr. BRANCH ACCOUNT. Cr. 
pee ta nae ae GML s Sees er is ee Cae 
195 } 
Jan. 1] To Goods to Branches . .| 700] 
aI *. s ae = 
Dr, GOODS TO BRANCHES ACCOUNT. 4) Cr. 
19.. 
19.. 
Jan. 1] By Branch Account . -||700 


Dec. 31 | To Trading Account ..||700 
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Dr. TRADING ACCOUNT. ee 


mg 


The goods sent to the Branch thus appear in the Trading 
Account separately from the sales, instead of being merged 
in them. If they had been entered in the Day Book like 
an ordinary sale, even though they had been booked out at 
cost, 7.é., no credit taken for any profit, yet the turnover 
shown by the books would be entirely fictitious, and, there- 
fore, useless for purposes of comparison or financial 
calculations. 

Where there are several branches, each supplied with goods 
from the head establishment, a tabular ‘‘Goods sent to 
Branches ’’ or “ Branch Supplies ’’ Book is employed. The 
totals of the columns are debited periodically to the separate 
Branch Accounts and credited to a ‘Goods to Branches 
Account.” The following is a facsimile of the ruling— 


pes. 3X =i Sales 


» Goods to Branches % 


700 


Date. | Particulars. Total. Branch A. || Branch B. || Branch C. 


| 


Different Ways of Invoicing Goods to Branches.—When 
branches are opened, the goods supplied to the branches 
may be invoiced to them, according to the nature of the 
business, (1) at cost, (2) at a fixed percentage on cost, or 
(3) at selling price. The object of charging the goods to 
the branch at selling price—a very common method now- 
adays in the “ multiple shop ’’ system—is in order to have a 
definite check upon the branch. What the branch cannot 
produce in money, it must have in stock (taken at selling 
price), and frequent stock-taking will reveal whether there is 
any leakage or not. 

Where goods are charged to the branches at a fixed per- 
centage on cost, or at selling price, there would be duplicate 
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columns for each branch in the Branch Supplies Book : one 
to record the cost price for the purpose of the Trading Account, 
and the other to show the invoice price, in order to be able to 
debit the respective branches. The following is a specimen— 


Total. Branch A. Branch B. 

Date. Particulars. rae I I = 
| Cost : Cost D- || Cost a 

Prices) 0) Price. |.“ || Price. |v OC” 

Price *| Price. Hiserices 


fsa Gilfisa dit sadif se dif si dif sd. 


Branch Receipts and Payments.—The money received by 
the Branch for the Cash Sales, and on Ledger Accounts where 
goods are also sold on credit, is either remitted every day 
direct to the Head Office, or paid in daily into the Head 
Office Account at some local bank. The expenses of the 
branch, such as Rent, Rates, and Taxes, Wages, Petty 
Charges, etc., are paid, in some cases, by cheque direct from 
the Head Office, and, in other cases, by means of the Imprest 
System ; whatever the branch spends for these purposes out 
of the original sum advanced, is repaid to it by the Head 
Office. In a few instances, however, the wages and expenses 
are paid out of the cash takings, and only the balance 
remitted to the head establishment. The Head Office Cash 
Book is usually provided with extra columns on each side 
for the receipts from, and payments to, the various branches, 
the totals of these columns being posted periodically to the 
Branch Accounts. The Branch itself keeps merely a small 
cash book in which to record the daily takings and any 
disbursements. 

‘ Branch Returns.—Where the Branch sales are exclusively 
cash, the Branch would simply make returns of (a) its daily 
takings, with a departmental analysis of such cash sales if 
necessary; (0) its wages and other expenses, likewise dis- 
sected ; (c) any commission that had accrued to the assistants 
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or manager; and (d) such statistical information respecting 
its present stock and future requirements as the Head Office 
might desire. But where the sales are partly cash and 
partly credit, additional information has to be furnished with 
regard to the debtors; (¢) what accounts have been settled 
since last return; (f) the cash received, and the discounts, 
returns, and allowances in connection with such settlements ; 
(g) what debts have become bad or doubtful ; (/) particulars 
of the credit sales since last return; (+) the debtors out- 
standing at the date of the current return. The Branch 
itself generally keeps a small Ledger for the Debtors’ accounts. 
From the information thus furnished by each branch, the 
Head Office is enabled to write up the various Branch 
accounts. 


I. (a) RETAIL BRANCHES. 


Example 1.—From the following particulars prepare the 
Branch Account as it would appear in the Head Office books. 
The Branch sales are exclusively cash, and the goods sent to 
the Branch have been mavakced? at cost ee ies 


£ 
Stock, Ist anwar ae Se Se ee 700 
Goods from Head Office Ac ae as ae FS 220 
Returns to Head Office oe oe 8 aD 36 
Wages a6 5 ae PES AF, ais 340 
Rent ae 8 Ss ae Bis 120 
Rates, Taxes, and “Insurance Sa ae ae rie 60 
Sundry Expenses ys rs a ne 
Cash remitted to Head Office. < a er (65520 
Stock; Sist Decs 1955 22 A Hc a0 ee 775 
Dr. BRANCH ACCOUNT. Cr. 
ed — = ——— Se = 
I9.. TOxe 
Jan. 1| To Balance .. 700 Dec. 31 | By Cash eye 6,520 
Dec. 31] ,, epee from oP i) FRCCUENS Ca *36 

” HO. . 5,220 
»» | »» Wages . 340 ” 1 Stock -.c/d |) 775 
” ” Rent . 120 
» | » Rates,Taxes, 

etc... ce 60 
” ” Sundry Exps, | 75 
» | », Profit and | 

Loss A/c 816 

(Profit) 

75331 75332 lies 


19. 
Jan. 1) ToBalance ..b/d|| 775 
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Example 2.—From the details given below, write up the 
Branch Account in the Head Office books. The Branch 
sales are for cash only; and the goods sent to the Branch 
have been invoiced at 25 per cent. on cost. _ 


SLockjaistmyjan., 19%. = in ac : £850 
Goods sent to Branch (less returns) .. ae .- 6,500 
Rates, Taxes, and Insurance .. oe ae sae 75 
Wages and Salaries ete o9 ot od Bic 367 
Rent ae oe ae a a NC ae 140 
Sundry Expenses a6 O6 ae Ou 30 36 
Cash remitted by Branc 510 a oe eo SOU 
Stock, sist Dec, 19.5... oe ae he ee 975 


(See next page for solution.) 

Percentage added to the Cost Price.-—Whenever this is done, 
the percentage must be taken into account at balancing time ; 
that is to say, the Branch purchases, opening and closing 
stocks, must be reduced to cost in order to arrive at the 
correct profit. In an office, the cost can be easily ascer- 
tained by reference to the Branch Supplies Book: but, in 
examination work, the cost must be found by arithmetical 
calculation. The student must remember that, if a per- 
centage has been added to the cost of goods, the same per- 
centage taken off will not reduce the goods to their original 
figure. For example, suppose that £500 worth of goods has 
been sent to a Branch with 25 per cent. added to the cost ; 
the goods would then have been invoiced to the Branch at 
£625. Now, 25 per cent. taken off £625 will not reduce it to 
its original amount, £500. We must reason thus: On every 
£125, £25 has been added ; the increase is, therefore, 4° or 
+; and one-fifth must consequently be taken off in order to 
bring the amount down to cost. In the foregoing example, 
No. 2, the goods received from Head Office, and also the 
stocks at commencement and finish, have been decreased by 
one-fifth before being brought to account. 

The percentage added to the price when invoicing goods 
to the Branch is usually the estimated or expected rate of 
gross profit on cost ; and when the Branch Trading Account 
is made up at the actual invoice figures, both sides should, 
theoretically, agree. A balance, if any, indicates that more, 
or less, than the anticipated gross profit is being made. In 
the above example the actual gross profit is {15 short of 
what it ought to be. This would lead to a search for the 
existence of a probable error, and possibly to an investiga- 
tion as to whether the figures relating to the goods or money 


were being manipulated. 
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The double columns shown in the illustration have the 
great advantage of showing clearly and at a glance both the 
nominal and the actual gross profits. Instead, however, of 
employing double columns bringing both sets of figures into 
account, the goods sent to the Branch are sometimes posted 
to the ledger at the invoice price only. It then becomes 
necessary to open a “Branch Adjustment Account ’’ in 
addition to a “ Goods to Branches Account,” if we wish by 
means of proper double entry to ascertain the actual trading 
profit. This method, applied to the foregoing example, 
would give us the following— 


Dy, BRANCH ADJUSTMENT ACCOUNT. Cr. 
° | 
I9-. 19.. 
Dee. 31 | To Branch A/c Jan. 1| By Balance % 
(apparent loss) 15 on Stock b/d 170 
» | », Balance % Dec. 31 | ,, Goods to 
on Stock c/d 195 Branch % 
on Goods .. 1,300 
wil) yeranchib., & | 
L. Afe .. 1,260 | | 
(Gross Profit) 
eel a : [asa 
1,470 1,470 
19 
Jan. 1| ByBalance% | 
on Stock b/d 195 


Dr. GOODS TO BRANCHES ACCOUNT. Cr. 
IQ.- Oh 
Dec. 31 | To Branch Ad- Dec. 31 | By Branch A/c 6,500 
justment A/c 1,300 
» | 9, Lransfer to 
Trading A/c 5,200 
(Goods at 
cost) 
6,500 6,500 


== = =——=— = = 


| 


The credit balance of £195 in the Branch Adjustment Account 
would be set off against the debit balance of £975 in the 
Branch Account, thus enabling the Branch Stock to be 
entered in the Stock Account and Balance Sheet at cost, 
namely, £780, as in the previous method. 

The Branch Adjustment Account shows a gross profit of 
£1,260, which would be taken to a Branch Profit and Loss 
Account. Against this profit would be debited the total of 
the ‘‘ Branch Expenses Account,” namely, £618. This would 
leave a net profit of £642 to be carried to the general Profit 
and Loss Account—the same final result as by the first way. 
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Credit Sales by a Branch.—These are treated in different 
ways. If the transactions are not very large or numerous, 
everything is put through one Branch Account, the debtors 
being treated in the same way as stock at commencement 
and finish. In some cases, however, a separate Branch 
Debtors’ Account is opened in addition to a Branch Account. 
And where the turnover is sufficiently large to warrant it, 
the Branch Account itself is often divided into two parts: a 
Branch Goods Account and a Branch Expenses Account, in 
order to be able to ascertain both gross and net profits. 

Example 3.—From the undermentioned particulars, con- 
struct the Branch Account or Accounts in the Head Office 
books. The goods sent to the Branch have been invoiced at 
cost, and the Branch makes both cash and credit sales. 


Stock, Ist Jan., 19. be ae ws ac .. £600 
30th June, 19. re ae ae 580 
Goods received from Head Office Oe at Sa) SPSPAD 
Returns to Head Office 4 36 
Six months’ Credit Sales to 30th June, 19. .. 2,840 
Returns from Customers eae As a 24 
Allowances to Customers ; ite are ate 12 
Cash received on Ledger Accounts .. = a 2do7 
Discounts allowed to Customers ie a Sy 123 
Ready Money Sales... oe oe 38 elyo20 
Bad Debts ae re wd ee Rig 25 
Rent, Rates and Taxes. a ae oe aia 86 
Wages and Salaries ae a ne sr oe 285 
Sundry Exons OF ss 55 a9 30 55 
Debtors, 1 Jan., one ee Sy «. 1,250 
ns 30th june, 19. a5 a ae «. 215569 


Orne simplest form would be fe following— 


Oy re pS. & BRANCH ACCOUNT. Cr. 
BIO. a _ 1Q.. 3 
Jan, 1| To Balance— June 30| By Cash 
Stock .. £600 - (Ledger 2,337 
Debtors 1,250 A/cs) 
™ 1,850 
June 30] ,, Goods from | : » | », Cash(R.MLS.) 1,520 
H.O, 2,320 | peeturas tO 
» | 9» Rent, Rates, TOL 2% 36 
etc. 86 » | », Balance :— 
» | »» Wages and Stock .. £580 
Salaries 285 Debtors 1,569 | ¢/d || 2,149 
» | 9, Sundry Exps. 55 
» | 9, Profit and 
Loss A/c 1,446 
(Net Profit) 
6,042 6,042 
July r/ To Balance’ ..| b/d || 2,149 iota 
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A more elaborate form is as follows— 
Dr. BRANCH GOODS ACCOUNT. Cr. 
EO er I9.. 
Jan. 1] To Balance 600 June 30 | By Cash Sales .. 1,520 
June 30] ,, Goods from » | 99 Credit Sales 2,840 
H.O. 20 2,320 » | », Returns to 
» }-»9, Returns In.. 24 H.O. oe 36 
9 | », Allowances .. 12 les potock «| c/d 580 
53 | 99 Branch Ps & 
L. A/c Bo 2,020 
(Gross Profit) 
4,976 4,976 
July 1} To Balance b/d]| 580 
Dr. BRANCH EXPENSES ACCOUNT. Cr. 
TOs TQ iis 
June 30, To Rent, Rates, June 30} By Branch 
etc. ae 86 P. & L. A/c 574 
» | 9» Wages oe 285 
3» |», Sundry Exps, 55 
» | » Bad Debts .. 25 
»» | 9, Discounts 123 
574 574 | 
|| 
Dr. BRANCH DEBTORS’ ACCOUNT Ce 
EQ 19.- 
Jan. 1| ToBalance .. 1,250 June 30 | By Cash 2,337 
June 30] ,, Credit Sales 2,840 » | 9) Discount 123 
yy | 9, Returns & 
Allowances 36 
Milt Gouebad Debts. 25 
99 | 9) Balance -| c/d || 1,569 
4,090 4,090 
July 1] To Balance’ ..| b/d || 1,569 


131 


BRA] DICTIONARY OF BOOK-KEEPING [BRA 


Dr BRANCH PROFIT AND LOSS ACCOUNT. Cr. 
= = =F - 
if Ores To Branch Ex Gnas By Branch | 
rae. e ke Goods A/c 2,020 
caus ie (gross profit) 
ules ae LAG 1,446 

(net profit) tae 
2,020 Ripe 2,020 
ae | | ee 


Depreciation of Assets.—In the case of Furniture, Fixtures 
and Fittings, or other fixed assets possessed by the Branch, 
the depreciation of same is often dealt with in the Head 
Office Depreciation Account only, as in the previous examples. 
Sometimes, however, it is charged against each particular 
Branch, as in the following examples. 


Example 4.—Prepare, from the particulars given below, 
the Branch Accounts as they would appear in the Head 
Office books. The branches are charged with the goods at 
selling price, the sales being for cash only. The rate of 
gross profit is 25 per cent. on selling price. 


Branch X. Branch Y. 


£ £ 
SLOCK, St Jamey io . stats an ae he, 1,236 1,524 
Goods from Head Office Re ane rae 9,052 10,012 
Sales by Branch sie 56 oA - 8,555 9,519 
Returns to Head Office oe te on 32 44 
Allowances off Selling Price? we is 25 33 
Salaries and Wages am 3 38 as 226 304 
Rent, Rates, and Taxes.. es ae xe 253 275 
Sundry Expenses 50 56 te sXe 87 101 
Depreciation of Fixtures and Fittings a 15 18 
stock, GIStaDeC.) Lome eo. * ats ae 1,684 1,928 
Excess in Stock at close? Bb ne fits 8 — 
Shortage in Stock at close? = 12 


* The selling price of the goods is sometimes subject to variation 
according to the quantity taken. For instance, pencils retailed at 1d. 
each may be sold at 9d. a dozen and 7/3 a gross. A record is kept of 
these allowances off selling price, and the total is written off at the end 
of the period. 

* It occasionally happens that at stock-taking the stock is differer t 
from what it should be, being sometimes more and sometimes less, 
These discrepancies must, of course, be adjusted at balancing time. 
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Where both sets of figures are not recorded in the Ledger, 
the goods sent being debited te the Branches at the invoice 
price only, the accounts assume the following form— 


De BRANCH X. Cr: 
IQ... 19.- | 
Jan. 1 | To Balance (Stock) || 1,236 Jan.-Dec.; By Cash... .. ..|| 8,555 
Jan,-Dec. | ,, Goods to » Returns to H.O. 32 
Branch X «|| 9,052 ,, Allowances off 
Dec, 31 | ,, Excess in Stock 8 Selling Price .. 25 
Dec. 31 | ,, Balance (Stock) 
c/d || 1,684 
10,296 re 10,296 
19. 
Jan. 1 | To Balance (Stock) 
b/d || 1,684 
Dr. GOODS TO BRANCH xX. Ga 
1Q.. 1Q.. 
Jan.-Dec, | To Returns to H.O. 32 Jan. 1 | By Balance (Stock)..!| 1,236 
», Allowances off Jan.-Dec.| ,, Branch X..  ..|| 9,052 
Selling Price .. 25 
Dec. 31 | ,, Branch Sales A/c} 8,555 Dec. 31 | ,, Excess in Stock 8 
= », Balance(Stock) 
c/d || 1,684 
10,296 10,296 Bim 
ae a 
Jan. 1 | By Balance (Stock) 
b/d || 1,684 
Dr. BRANCH X—RENT, RATES, AND TAXES. Cr. 
I9.. TOne 
Jan.-Dec. | To Cash .. 253 Dec. 32 | ByBranchP, &L.A/c|| 253 
Dr r BRANCH X—SALARIES AND WAGES. Cr 
1Q.. | IOs 
Jan.-Dec. | To Cash .. ae 226 Dec. 31 | ByBranchP.&L.A/c|| 226 
De ae - BRANCH X—SUNDRY EXPENSES. GH 
19. TO in» 
Jan.-Dec. | To Cash .. 87 Dec. 31 By Branch P, &L. A/c 87 
= a 1 
Di BRANCH X—DEPRECIATION. Cr 
oe Ae: Rene Dor 
Ss SE || Ae Fittings ao : Dec, 31 | By Branch P. & L. 
; 5 A/c 15 
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Dr. BRANCH Y. (ory. 
1Q.. 1Qg.. 
Jan. 1 | To Balance (Stock) || 1,524 Jan.-Dec.| By Cash... .. ..|| 9,519 

Jan.-Dec. | ,, Goods to > », Returns to H.0. 44 

Branch X +. ||10,012 — », Allowances off 
Selling Price ..| 33 
Dec. 31 | ,, Shortagein Stock 12 
a », Balance (Stock) 
e/d | 1,928 
11,536 11,536 
19... eis 
Jan. 1 | To Balance (Stock) 
b/d || 1,928 
Dr. GOODS TO BRANCH Y. Gr. 
IQ... 19.. 1 
Jan.-Dec. | To Returns to H. O. 44 ha 1 | By Balance (Stock) || 1,524 
a », Allowances off an.-Dec.| ,, Branch Y +. |/10,012 
Selling Price .. 33 
Dec. 31 | ,, Shortage in Stock 12 
- »» Branch Sales A/c || 9,519 
nf », Balance (Stock) 
c/d || 1,928 } 
11,536 11,536 as 
19.. 
Jan. 1 | By Balance 
(Stock) b/d || 1,928 
Dr. BRANCH Y—RENT, RATES, AND TAXES. Cr. 
IQ-- 19.. 

Jan.-Dec. | To Cash .. 275 Dec, 31 | ByBranchP.&L.A/c|} 275 
Dr. BRANCH Y—SALARIES AND WAGES. Cr. 
19.. | 1g.. 

Jan.-Dec. | To Cash... .. «- 304 | Dec, 31 | By BranchP. &L. A/c 304 

bh 
Dr. BRANCH Y—SUNDRY EXPENSES. Cr. 
Lire TO ute 

Jan.-Dec.| To Cash... .. Ior Dec. 31 | ByBranchP.&L.A/c]} ror 
Dr. BRANCH Y—DEPRECIATION. Cre 

= x aie ] Se 

i] 
IQ.. 19++ By B h | 

Dec. 31 | To Fixtures and Dec. 31 y Branc 

~ 3 Fittings .. 18 P. & L. A/c 18 
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Monthly Stock Accounts.—Where goods are charged out to 
branches at selling price, or at a fixed percentage on cost, 
there is, of course, an adequate check on the Stock; but 
where goods are invoiced at cost, there is no such check. 
In order to provide one, Approximate (or Estimated) Stock 
Accounts are prepared monthly and recorded in a book kept 
for the purpose. The compilation of these has already been 
dealt with in a previous part of the book, to which the 
student should refer. If a comparison of totals reveals 
violent fluctuations which cannot be satisfactorily accounted 
for, the amount of stock can be verified by actual stock- 
taking, which will prove whether there are any grounds for 
suspecting irregularities. 


I. (0) WHOLESALE BRANCHES. 


In wholesale branches where the volume of trade is very 
much greater, and the transactions large and important in 
themselves, the accounts are kept in a manner similar to 
departmental accounts. 

Separate Stock, Purchases, Sales, and Returns Accounts 
are opened for each branch; thus, Branch A Stock Account, 
Branch B Stock Account; Branch A Purchases Account, 
Branch B Purchases Account; Branch A Sales Account, 
Branch B Sales Account, etc. 

Distinct expense accounts are also kept for the branches ; 
such as Branch A Wages, Branch B Wages; Branch A Rent, 
‘Rates and Taxes, Branch B Rent, Rates and Taxes; and 
so on. 

There are separate ledgers for each branch. For instance, 
Branch A Debtors’ Ledger would contain the personal 
accounts of Branch A customers. Branch A General Ledger 
would record the Branch assets’ accounts such as Fixtures 
and Fittings, Horses and Carts, etc., and also the nominal 
accounts such as Rent, Rates and Taxes, Wages, Discounts, 
Bad Debts, etc. 

The Head Office generally does all the buying, and hence 
keeps the creditors’ accounts in its own books, merely dis- 
tributing the goods to its branches for sale. Sometimes, 
however, the branches are permitted to order, from outside, 
any goods they may require, the goods being sent to the 
branch direct but invoiced to the Head Office. 

When invoicing goods to customers, branches make out 
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the invoice in triplicate; one copy is forwarded to the 
customer, one to the Head Office, and one retained by the 


branch for reference. 


Example 5.—From the following particulars relating to a 
Head Office and its two wholesale branches, prepare the 
final accounts and Balance Sheet as they would appear in 


the Head Office books— 


Stock, Ist Jan., 19.. we 
Purchases (less Returns, etc.) 
Carriage inwards .. : 
Sales (less Returns, etc.) 
Debtors ae ces 

Bills Payable 

Creditors ae 
Discounts allowed .. 
Directors’ Fees 

Discounts received .. 
Reserve Fund Account 
Bad Debts 

Salaries ‘ ot 
Debenture Interest... 
Wages Bic “4 

Rent, Rates and Taxes 


Furniture, Fixtures, and Fittings 
Travellers’ Salaries and Expenses. . 


Horses, Harness, Vehicles, etc. 
Cash in hand : 
Cash at Bank 
Sundry Expenses ae 
Horse and Stable Expense : 
Share Capital (25,000 shares of {1 
each, fully paid) .. ae 
Interim Dividend 10 per cent. 
5 per cent. Debentures 
Depreciation. . 
Stock, 31st Dec., 19 Red : 
Reserve for Bad Debts 5 % Drs. . 


ary 


oe 


Branch. 


Newcastle 


£ 
5,000 
12,000 
550 
28,000 
17,500 


1,750 
550 


235 
6,500 


Leicester 
Branch. 


£ 
4,000 
10,000 
475 
23,000 
15,100 


1,600 
425 
563 


1,930 
315 
240 

2,100 

1,740 

60 

3,287 

275 


See pp. 141 and 142 for solution, 


Where the head establishment is a manufacturing concern, 
e.g., a factory, which invoices the goods to its branches at a 
profit, there would be an extra column in the Trading 
Account, in order to show the trading profit of the factory 
as well as the trading profits of the branches. 
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Il. BOOKS KEPT BY THE BRANCHES. 


Where the branches are semi-independent trading establish- 
ments, they generally do their own book-keeping, and at the 
end of the financial period forward a copy of their Trial 
Balance for the trading results to be incorporated in the 
Head Office books. 

Head Office Account.—Inasmuch as the Head Office 
finances the Branch and supplies it with the bulk of the 
goods, there is a constant state of indebtedness on the part 
of the Branch to the Head Office. The position is almost 
that of ordinary debtor and creditor, and is evidenced in the 
Head Office books by the debit balance of the Branch 
Account, and in the Branch books by the credit balance of 
the Head Office Account. The latter takes the place, in the 
Branch books, of the Capital Account in an ordinary trader’s 
books. Should a branch have opening entries to record in 
its ledger, the excess of assets over liabilities would not be 
shown as Capital, but as a balance due to the Head Office. 
The Head Office Account is sometimes called the Head Office 
Current Account and sometimes the Head Office Adjustment 
Account ; in these cases, the Branch Account in the Head 
Office books corresponds accordingly. 

Remittance Account.—The Branch remits, at intervals, a 
round sum to the Head Office in reduction of the amount it 
owes. This money is sometimes credited direct to the 
Branch Account ; and sometimes it is put to the credit of 
a Remittance Account. It all depends on how frequently the 
Branch remits. Where remittances are made in moderate 
sums, and are, therefore, fairly numerous, the Branch Account 
would get cumbered with overmuch detail. A separate 
Remittance Account has the great advantage, in such cases, 
of keeping a lot of unnecessary details out of the Branch 
Account, thus simplifying it and making it very much clearer. 
At balancing time, however, the total of the Remittance 
Account must be transferred to the credit of the Branch 
Account, so as to show the correct amount of the Branch’s 
indebtedness to the Head Office at that date. In the Branch 
books the Remittance Account is designated ‘‘ Remittances 
to Head Office,’’? the counterpart of this account in the 
Head Office books being styled ‘Remittances from 
Branch.”’ 

Transactions between Branches.—Where there are several 
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branches, each permitted to have credit dealings with the 
others, they will keep a Current Account with each other, as 
well as with the Head Office. At balancing time, the balances 
of these current accounts will be liabilities and assets of the 
branches, as between themselves, but not liabilities and assets 
of the business as a whole. When the General Balance Sheet 
is prepared in tabular form, they must be shown in their 
proper column, in order to make the vertical totals agree ; 
but, even then, they are often excluded from the horizontal 
totals. A tabular Balance Sheet, however, is only for the 
benefit of the business, and when the General Balance 
Sheet is framed for publication, should that be necessary, the 
balances of the Head Office Current Accounts, the Branch 
Current Accounts, and the inter-Branch Current Accounts, 
being contras, can easily be eliminated. 

Remittances and Goods in Transit.—It frequently happens 
that the Current Accounts and Remittance Accounts, as 
shown by the Head Office and Branch Trial Balances 
respectively, do not correspond. This arises through the 
Branch forwarding a remittance to the Head Office on the 
last day of the period. The Branch, of course, has debited 
the Remittance Account with it; but the Head Office, not 
having received it until the first day of the new period, has 
not credited the Remittance Account. It also occurs when 
the Head Office forwards goods to the Branch on the last 
day of the year, and forthwith debits the Branch Account. 
The Branch, however, has not credited the Head Office, 
because it had not received the goods on that date. 

Before the final entries can be attempted, the balances of 
the Current and Remittance Accounts must be made to agree. 
The amount of the goods must be deducted from the Branch 
Account in the Head Office books and put to a Goods in 
Transit Account. The value of the last remittance must like- 
wise be deducted from the Remittance Account in the Branch 
books and put to a Remittance in Transit Account. The 
adjustments will be effected by means of Journal entries, 
and these two items will then appear on the Balance Sheet. 
In the next period they will be written back, that is, 
fresh Journal entries will be made reversing the previous 
ones. 

Example.—(Trading and Profit and Loss Account items 


have been omitted, and the others summarised, for the sake 
of clearness.) 
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HEAD OFFICE TRIAL BALANCE, 31ST DEC., 19.. 


5 Dy. - _Cr. 
Sundry Assets .. a a a |h2,705'|2\ 3 
Capital .. ae ae ~ 11,000 | i 
Sundry Creditors. He Sr bee | 3,400! 9| 7 
Branch Current Account 2,845) 7| 4 | 
({300 of this is for goods sent on 
the 31st Dec.) | 
Remittances from Branch 1,150 
15,550 | 9) 7/|15,550) 9) 7 
| 


BRANCH TRIAL BALANCE, 31ST DEC., 19... 


Dy. Cr. 
Sundry Assets .. ae He oe |) LE ZAAD IPO) 4) 
Sundry Creditors é 3.6; 425 | 3/10 
Head Office Current Account . 5 2,545] 7| 4 
Remittances to Head Office .. .|| 1,250 
(£100 of this represents a remittance | 
made on 31st Dec.) 
2,970 |11| 2i| 2,970 |11) 2 
=I — = 
The effect of the adjustments is as follows— 
HEAD OFFICE TRIAL BALANCE. 
Dr. Cr 
= ; : 
Branch Current Account ss Fall sapotortes! 4| 
Goods in Transit ‘ ae ate 300 | 
Remittances from Branch as we | 1,150 | 
BRANCH TRIAL BALANCE. 
Dr. Cr 
Head Office Current Account .. Ae 2,545 | 7| 4 
Remittances to Head Office .. 5 all) ah Met 
Ke in Transit as Ae 100 


Eliminating the contra Current and Remittance Accounts, 
the Balance Sheet would appear thus— 
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BALANCE SHEET AS AT 31ST DEC., 19... 


| 


Capital on . ||Z1,000 Sundry Assets — Be «+ {/14,425 |13} 5 
Sundry Creditors 3,825 |r3) 5) Goodsin Transit .. A 300 | 
: Remittance in Transit .+{| 100 
14,825 |13) 5 14,825 |13| 5 
See o - 


Example 6.—From the following Trial Balance of the 
Branch books, prepare the necessary Journal entries to 
incorporate the figures in the Head Office books, and show 
the final accounts in the Branch Ledger and also in the Head 
Office Ledger. 


BRANCH TRIAL BALANCE, 31ST DEC., 19... 


| Dr. Cr 
Head Office Account, Ist Jan.,19.. .. 3,387 |10| 2 
! Remittances to Head Office .. wally 2.000 
| Cashin hand .. ee ws || 16211) 5 
‘ Sundry Debtors... Re ..|| 826/10) 6 
| Stock, Ist Jam. 19... «: cal! /O20NS)0 
Purchases from Head Office .. all 2.0020) cate 
Carriage inwards ne oe a0 78 |15} 2 
| ‘Sales 2% 0 cers en ee 3,750 |16|11 
Horses and Carts oe ate sa 225 
Furniture and Fixtures AS Be 66 |10 
Sundry Creditors sc ae 55 12017] 8 
Discounts received ae ae one 6|15} 7 
Wages and Salaries oe ate Se 407 |16 
Rent, Rates, and Taxes ah a5 85 | 7| 4 
Discounts allowed a0 are oe 72| 3| 6 
Sundry Expenses a +x ae 52| 3] 5 
Bad Debts os ac So és 27 |10| 6 
Depreciation ae , 28 |10 
7,266 | O| 4] 7,2 
Stock 31st Dec., 19.., £750. |= Se lie 
es eg es a ee ge a ce eg 


HEAD OFFICE JOURNAL. Dry. Cr. 
TORT | 
Dec. 31! Remittances from Branch .. veil) PAOD 
To Branch Account 


Balance transferred. 


i 
2,050 | 
| 
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HEAD OFFICE JOURNAL—continued. Dr. Cr. 
19.. 
Dec. 31} Branch Trading Account .. .-|| 3,261 |17] 8 
To Branch Account ‘ 3,261 |17| 8 
,, | Stock, Ist Jan. . £620 15 0 
Purchases a « Ae. 7! 
Carriage inwards AS elOmee 
» | Branch Account .. ..|| 4,500 J16)11 
To Branch Trading Account ue 4,500 /16|11 
sales .. £3,750 16 11 
Stock, 31st Dec. 750 0 0 
», | Branch Trading Account .. --|| 1,238 |19] 3 
To Branch Profit & Loss A/c 1,238 |19) 3 
Gross profit transferred. 
» | Branch Account. Ae 6 |15} 7 
To Branch Profit & Loss A/c 6 {15} 7 
Discounts received. 
», | Branch Profit and Loss Account .. 673 |10| 9 
To Branch Account as ae 673 |10) 9 
Wages and Salaries.. £407 16 0 
Rent, Rates, and Taxes 85 7 4 
Discounts allowed .. 72 3 6 
Sundry Expenses .. 52 3 5 
Bad Debts .. Ne 27 lOneG 
Depreciation. . ee Loe l= 0 
Branch Profit and Loss Account .. 572| 4) 1 
To (H.O.) Profit and Loss A/c .. 572| 4] 1 
Net profit transferred. 
HEAD OFFICE LEDGER. 
Dr. REMITTANCES FROM BRANCH. Cr. 
19ers TQ. 
Dec. 31 | To Branch A/c 2,050 Jan.-Dec.} By Cash .. 2,050 
Dr. BRANCH ACCOUNT. Cr. 
| 
IQ.. 19.. 
Jan. 1 | To Balance 3,387 |10| 2] Dec. 31 | By Remittance from 
Branch A/c ..|| 2,050 
Dec. 31 | ,, Branch Trading . », Branch Trading 
AlCuee ees} 4,500) O/LT A Cease cisill 65,20 011T7 8, 
» | » BranchP.&L. A/c 6|15| 7 » | 9 BranchP.&L.A/c|| 673 \10} 9 
“s », Balance ..c/d || 1,909 |14| 3 
7,895 2| 8 7,895 | 2) 8 
TOs 
Jan. 1 | ToBalanceb/d_ ..|| 1,909 |14) 3 | 
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Cr. BRANCH TRADING ACCOUNT. Cr. 
1Q.. 
1g. 
Dec. 31 | To Branch a Dec. 31 | By Branch A/c— 
Stoke es AC 620 |I5 Sales Ovary “ckumterh) 33750 120.5% 
Purchases .. ..|] 2,562] 7] 6 Sioek 25. sicv aan 750 
| Carriage inwards . 78 |\15| 2 


» |o Branch P.& L. Ale 1,238 |x9| 3} 
(gross profit) 


4,500 |16 11 4,500 |16 IT 
Dr. BRANCH PROFIT AND LOSS ACCOUNT. Cr. 
oa 
19. | 19.. 
Dec. 31 To Branch A/c — Dec. 31 | By Branch 
Wages and Salaries 407 |16 Trading A/c ..|| 1,238 |19}-3 
Rent, Rates, Taxes 85| 7} 4 (gross profit) 
Discounts Allowed 72| 3] 6 ve », Branch A/e— 
Sundry RE 52| 315 Discounts Received 6|15| 7 
Bad Debts .. A 27 \10| 6 
Depreciation... 28 |10 
» | 9 (H.0.) P&L. All| 572] 4] x 
| (net profit) 
| 1,245 |I4|10 1,245 |14|10 
BRANCH LEDGER. 
Dr. REMITTANCES TO EEAD OFFICE. Cr 
TOs | T9.a0 | 
Jan.-Dec. | To Cash .. 2,050 | Dec. 31 | By Head Office A/c || 2,050 | 
Dr. HEAD OFFICE ACCOUNT. Cr, 
Dee. 33 |) To Remitt ibee | 
OST ‘o Remittance an. «| By Balance .. ..|| 3,38 t 
to H.O. A/c ..|| 2,050 Deen srs ecole A Ommnont . pes pus 
» | » Balancec/d  ..|| 1,909 |r4] 3' (net profit) | 
3,959 |I4) 3 3:959 14! 3 
| b co 
| Jan, 1 | By Balance b/d ..|| 1,909 |14| 3 
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TRADING AND PROFIT AND LOSS ACCOUNT, 


Tr. For the Year ending 31st Dec., 19... C 


To Stock, rst Jan... 
», Purchases 
from H. O, 
», Carriage In. . 
», Balance .. c/d 
(gross profit) 


By Sales... .. ../| 3,750 16\r1 
», Stock, 31st Dec. 750 


ol 


By Balance .. b/d || 1,238 |19 


To Wages and 
(gross profit) 


Salaries .. : 
», Rent, Rates, 
and Taxes 
», Discounts 
Allowed .. .. 
», Sundry Exps. .. 
», Bad Debts 
», Depreciation .. 
», Head Office A/c 
(net profit) 


+» Discounts 
Received .. 6\15| 7 


1,245 |I4/10 


BALANCE SHEET AS AT 31ST DEC., 19... 


Liabilities. Assets. 
Sundry Creditors .. .. .. POO RTIWWS!  i\Castitet ss) | ww. Mee fae pete 162 |11| 5 
Head Office A/e.. .. «+ «|| 1,909/14] 3] Sundry Debtors .. .. .. 826 |10| 6 
LOCK Rumratemcrsto a yeaa. e813 750 
Horses and Carts, less de- 
preciation ~. 0s. .. 225 
Furniture and Fixtures less 
depreciation; 9... (5 = 66 |ro0 
2,030 |L1|r1 2,030 |II|Ir 


The foregoing method would apply to bott retail and 
wholesale branches, the principal difference between the two 
being that, in the latter, the trade would assume much larger 
proportions, and the turnover might run into tens and 
hundreds of thousands, with the other figures correspondingly 


large. 


Ill. FOREIGN BRANCHES. 


The special features of foreign branches, from a_book- 
keeping point of view, are the conversion of the accounts 
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from currency into sterling, and the difficulties arising from 
fluctuations in the rate of exchange. 

The Branch forwards to the Head Office a copy of its trial 
balance in currency, and the Head Office is obliged to con- 

‘vert the various items into sterling before it can bring them 

to account. The Remittance Account is, of course, already 
converted, the remittances having been cashed at the rate 
of exchange ruling on the day they were received. The 
value in sterling of the Head Office Account is also 
known, being the amount brought forward from the last 
balancing. 

Where the rate is fairly stable, slight fluctuations are not 
taken into consideration, and the accounts, with the excep- 
tion of the two mentioned previously, are converted into 
sterling at a fixed rate of exchange. This formerly applied 
to places like Paris, Berlin, New York, etc. 

In other cases where the rate of exchange is subject to 
violent fluctuations, the conversion of the accounts into 
sterling at a uniform rate would result in showing fictitious 
Branch profits or losses. To obviate this, the accounts are 
converted at different rates, as under— 


(1) Remittances at actual rate of the day when made. 

(2) Fixed assets at the rate of the day when purchased ; 
additions, however, are often converted at the 
average rate for the period. 

(3) Floating assets and liabilities at the current rate at 
the date of balancing the books. 


(4) Revenue items at the average rate for the year or 
period. 


If, after conversion into sterling, the two columns of the 
Trial Balance do not agree, the totals must be made to corre- 
spond by writing in the balance on the lesser side, designating 
it “Exchange Account.’’ A debit amount denotes a loss; 
an amount on the credit side would signify a gain. 

Where, however, the items are all converted at the same 
fixed rate, there will be no difference in exchange except in 
the Remittance Account. 

Rule for Conversion.—Divide the currency amount by the 
rate, after adding on noughts to clear any decimals in the 
divisor; the quotient will be the number of pounds. 
Multiply the remainder by 20 and divide, the result will be 
the number of shillings; multiply the last remainder by 12 
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and divide again, the quotient will be the number of 
pence. 


Example 7.—Convert the following Trial Balance into 
sterling. 


CHICAGO BRANCH TRIAL BALANCE, 31ST DEC., 19... 


Dy. Cr. 
Dols. | Cents.|| Dols. | Cents. 

Head Office Account, Ist Jan., 19... 34,045 
Remittances to Head Office . -{/15,000 
Stock, Ist Jan., 19. ae ..|| 5,260 
Fixtures and Fittings eke ..|| 2,660 
Purchases .. aA . //18,920 

Sales .. = as ake ae 34,610 

Debtors 5 a5 ere . -{/10,600 | 

Bills Reccivable is ar ..|| 6,500 

Creditors a es “a6 2% 2,520 
Discounts allowed .. ae Nes 675 

es received .. ae 33 330 
Sundry Expenses .. me .. |} 1,420 
Wages and Salaries. . «|| 3,500 
Rent, Rates, Taxes, and Insurance 780 
Bad Debts .. ae 0% is 550 
Depreciation. . os Sic 36 140 
Cash at Bank ss be: - || 5,000 
» in hand oe a0 50 500 

71,505 71,505 

Stock, 31st Dec., 19.., $5,500 


Rate of Exchange at date of last balancing .. -. 4:88 
. HF 3ist Dec., 19.. (current rate) -. 9:05 
Average rate for year .. os ws ae me 4:95 


The Branch Account and the Remittances from Branch 
Account appear in the Head Office books as £6,757 10s. 8d. 
and £2,961 15s. 6d. respectively. 
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CHICAGO BRANCH TRIAL BALANCE, 31ST DEC., 19... 


| 
Rate of Dr. Cr. 
Con- —— 
version. LETS frst eS ls 
Head Office A/c, Ist Jan.,19.. — 6,757 |10| 8 
Remittances to Head Office — 2,961 |15} 6 
Stock, Ist Jan., 19.. 4-88 1,077 |17| 5 
Fixtures and Fittings 4-88 545] 1| 8 
Purchases AA ac 4-95 S822 45 
Sales Be a 4-95 6,991 |18] 5 
Debtors aA on Boh sexdh 2,099 | 0} 2 
Bills Receivable at est 0:05 L287) 2h 7 
Creditors Re as 5:05 499| 0] 2 
Discounts Allowed 4-95 136] 7| 3 
=p Received .. 4-95 66 |13} 4 
Sundry Expenses 4-95 286 |17| 4 
Wages and Salaries .. Silt ASS 707| 1) 5 
Rent, Rates, Taxes, and 
| Insurance nit 4-95 157 |11) 6 
| Bad Debts 4.95 LLNS 
Depreciation .. 4:95 28| 5) 8 
Cash at Bank.. 5-05 990] 2! 0 
Pin hand™ ss ae 5-05 99] 0} 2 
Exchange Account (loss) — 5 |13) 3 
14,315] 2] 7/14,315| 2) 7 
Stock at 5-05, 31st Dec. = 
£1,089 2s, 2d. | | 


The above figures can now be incorporated in the Head 
Office books by means of Journal entries similar to those given 
in Example 6, the result being a net profit of £1,814 13s. 5d. 

Where the foreign branch, instead of forwarding a dupli- 
cate of its Trial Balance, sends over simply an audited copy 
of its Trading and Profit and Loss Account, and Balance 
Sheet, then only the net profit will require to be incorporated 
in the Head Office books. This is done by means of the 
following Journal entry— 


HEAD OFFICE JOURNAL. Dy. Cr. 
19.._| 
Dec. 31 | Branch (Current) Account.. arell| eke ole 
To Profit and Loss Account .. 1,814 /13) 5 


| Transfer of profit on Chicago Branch 
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If, however, a loss has been incurred, the above entry 
would need reversing. 

Depreciation.—It should be noted that, in the case of 
foreign branches, this is often dealt with exclusively by the 
Head Office, and on the sterling figures. Some accountants 
consider it incorrect to convert depreciation at the average 
rate for the year, even though it is a Revenue item, and 
prefer to convert fixed assets, and the depreciation of them, 
at the same rate. In such cases the Head Office would make 
an adjusting entry in its Journal, thus— 

Depreciation Dy. 
To Branch (Current) Account Cr. 
It would also send a credit note for the amount to the Branch, 
which would pass the item through its books by means of the 
following Journal entry— 


Head Office (Current) Account Dy. 
To Fixtures and Fittings Cr. 


Mine, Plantation, etc.—In the case of a foreign mine or 
plantation (tea, rubber, tobacco, etc.), making monthly 
returns of its cash expenditure on capital and revenue account, 
the Head Office journal and ledger would be ruled with 
double columns, one for currency and one for sterling ; and 
both sets of figures would be recorded. At balancing time 
the conversion would take place—according to the special 
circumstances mentioned before—either at a fixed rate or at 
varying rates. A Remittance Account is employed; and 
the peculiarity of this is that the remittances are not, as in 
the previous examples, from the Branch to the Head Office, 
but from the Head Office to the mine or plantation. The 
reason of this is that the output or crop is forwarded to 
Europe and there disposed of, the proceeds passing through 
the Head Office books only. 

BREAK-UP VALUE.—(See DEPRECIATION.) 

BROUGHT DOWN.—(See BALANCE.) 

BROUGHT FORWARD.—(See BALANCE.) 

BY.—A prefix used when posting transactions on the credit 
side of a ledger account. Every transaction affects two 
accounts ; and one account is said to be debtor to, or creditor 
by, the other. 

BY-PRODUCTS ACCOUNT.—(See Cost Accounts.) 


CALL ACCOUNT.—(See Company.) 
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CALL BOOK.—(See Company.) 

CALLED-UP CAPITAL.—(See ComPaANny.) 

CALLS IN ADVANCE.—(See COMPANY.) 

CALLS IN ARREAR.—(See COMPANY.) 

CALLS UNPAID.—(See ComPANyY.) 

CAPITAL.—When a business is first started, the capital is 
very often simply the cash invested in it ; afterwards, how- 
ever, it is the total of the various business assets. And when 
there are liabilities, then it is the excess or surplus of the 
assets over the liabilities, that is, the difference between what 
the business possesses and what it owes. In the case of a 
Joint Stock Company, however, capital is the amount con- 
tributed by the shareholders, irrespective of the assets and 
liabilities. 

When the initial capital is all Cash, the Journal entry— 


Cash Dr. 
To Capital Cr. 


is unnecessary ; the amount should be entered direct into the 
Cash Book on the receipts’ side “‘ To Capital,” and posted to 
the Capital Account in the ledger. When the opening capital 
is the total of the various assets, or the excess of sundry assets 
over sundry liabilities, the capital will be entered in the 
Journal and posted from thence to the Capital Account. The 
Cash and Bank balances will be entered from the Journal into 
the Cash Book “ To Capital” or ‘ To Balance,’ but must 
not be posted to the Capital Account, as they are already 
included in the amount shown as capital in the Journal. 


Example 1— 


Dr, CASH BOOK. Cr. 
= — re TT — _—— — — — —— — 
Date. Receipts, | Cash, Bank, Date. | Payments. Cash, Bank. 
19.. 
Jan. 1 | To Capital .| 50 1,950 
Dr, CAPITAL ACCOUNT. Cr, 
| 19.. 
| Jan, x | By Casha ee ++ || 2,000 
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Example 2— 
JOURNAL. Dr. Cr. 
LOR. 
Jan. 1 Cash 20 
Bank 1,600 
Goods 300 
Fixtures .. a 80 
To Capital... 2,000 
Dr. CASH BOOK. Cr. 
Date. Receipts. | Cash. Bank Date. | Payments, || Cash. Bank. 
TO jar 
Jan. 1 | To Balance.||zo 1,600 | 
Dr. CAPITAL ACCOUNT. Cr. 
IQ.. 
| Jan. 1x | By Sundries.. . «|| 2,000 
Example 3— 
JOURNAL. Dy. Cr. 
Wes 
Jan. 1 | Cash 5 50 
Bank Bo oo 900 
Debtors .- || 1,200 
Goods ‘ 500 
Fixtures 5 F 120 
To Creditors .. c 500 
», Bills Payable 3 270 
,, Capital AG 2,000 
2,770 2,770 
——S. | = S _——— | 
Dr. CASH BOOK. Cr. 
Date. Receipts. Ca h, Bank. Date. | Payments. || Cash. Bank. 
Tics 
Jan. 1 | To Balance..||50 goo | 
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Dr. CAPITAL ACCOUNT. Cr. 


ied 


In the first case the capital is the Cash; in the second 
case, it is the total of the assets; in the third case, it is 
the difference between the assets and the liabilities. In the 
first example, the Capital Account is opened from the Cash 
Book, because the Cash is the whole of the capital; in the 
other two examples, the Capital Account is opened from 
the Journal, because the cash formed merely a part of the 
capital. It is a very common error on the part of students, 
however, to open the Capital Account in the Ledger from the 
Journal and from the Cash Book as well, thus including the 
cash and bank balances twice. 

Capital a Liability.—It will be noted that Capital appears in 
the books as a liability. That is because the business is 
regarded as a separate entity. The capital does not belong 
to the business, but is merely a debt due by it to the pro- 
prietor. A trader, therefore, appears in his business books 
as a creditor of his business for the amount of his capital. 

Authorised Capital—(See COMPANY.) 

Called-up Capital—(See CoMPANY.) 

Circulating Capital—(See FLOATING CAPITAL.) 

Debenture Capital—(See CoMPANyY.) 

Fixed Capital—(See FrxEp AssETs.) 

Floating Capital—(See FLOATING AsSETS.) 

Increase of Capital.—(See CoMPANY.) 

Issued Capital.—(See CoMPANY.) 

Negative Capital—The amount of credit which a trader or 
firm can obtain. 

Nominal Capital—(See Company.) 

Paid-up Capital—(See Company.) 

Positive Capital—That which consists of material assets, 
1.€., Cash, Buildings, Land, Stock, Plant and Machinery. 

Reduction of Capital—(See under REDUCTION.) 

Registered Capital—(See CoMPANyY.) 

Share Capital—(See Company.) 

Subscribed Capital.—(See ComPANy.) 

Trading Capital—That which is comprised by the fixed 
and floating assets. 

Working Capital—The amount left, after purchasing a 
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business, for working it with. Thus, if a trader or company 
had an initial capital of £10,000 and paid £7,000 of it for a 
business, then £3,000 would remain as working capital. The 
term is also applied to the floating assets, and, in the case of 
a limited company, to debentures, the money from which is 
used for working the business. In the Double Account 
System it is the excess of Capital Receipts over Capital 
Expenditure. 

CAPITAL ACCOUNT.—The private account of the pro- 
prietor, or partners, in relation to the business. It shows 
the capital invested, the interest allowed on it, the profits or 
losses of the business, and the personal drawings. 

Example— 


Dr. CAPITAL ACCOUNT. Cr. 
Tere 19.. 
Dec. 31 | To Drawings sath 1250 Jan. 1 | By Balance .. --|| 5,062 |15| 3 
% », Balance c/d -.||5,42I |12| of Dec.31r| ,, Interest .. ere 25S LENCO 
tr LOnte. ow ool 9356 IIS] 9 
5,671 |12| 9 5,671 |12) 9 
HENGE 
Jan. 1 | By Balance b/d ++] 5,421 |12] 9 


Fixed Capital Accounts.—(See PARTNERSHIP ACCOUNTS.) 

CAPITAL ACCOUNT.—(See DousLE AccouNnT SYSTEM.) 

CAPITAL AND REVENUE.— The proper distinction 
between Capital and Revenue (Profit and Loss), as regards 
both receipts and expenditure, is one of the fundamental 
principles of correct accounting. Though of special impor- 
tance in the Double Account System, it is, nevertheless, very 
essential even to an ordinary business man that this dis- 
tinction should be observed, and amounts rightly allocated 
between Capital and Revenue. Failure or neglect to dis- 
criminate between the two will falsify the whole of the 
results of the book-keeping. For example, machinery may 
be purchased, and charged to the Purchases Account ; a new 
wing may be added to the premises, and debited to the 
Repairs Account ; some of the assets may be sold, and the 
proceeds treated as a profit. In each case both the Profit 
and Loss Account and Balance Sheet would be inaccurate 
and misleading. These and similar mistakes are very easily 
made, and if allowed to remain would soon reduce the 
book-keeping to a hopeless muddle. 

The student, too, is confronted with the same difficulty 
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every time he is given a Trial Balance and requested to pre- 
pare a Trading and Profit and Loss Account and Balance 
Sheet. He must be able to pick out the Capital items from 
the Revenue items, that is, he must know which to place in 
the Trading and Profit and Loss Account, and which to put 
in the Balance Sheet. 

Capital Expenditure may be said to consist of expenditure 
incurred in acquiring assets for the purpose of earning income, 
or increasing the earning capacity of the business; for 
example, Land and Buildings or additions thereto, Patent 
or Mining Rights, Plant and Machinery or additions thereto. 

Revenue Expenditure comprises all repairs, renewals or 
replacements, and depreciation of the fixed assets, and also 
the current expenses of carrying on the business, such as 
rent, rates and taxes, wages and salaries, carriage, insurance, 
and other trade charges. 

In the following examples a distinction has been drawn 
between Capital and Revenue items in order further to 
illustrate the subject— 


Purchase of Lease Se oe oe oe .. Capital. 
Repairs to Leasehold Premises a0 ac .. Revenue 
Ground Rent of same .. ae te oe i meKe venue: 
Annual amount written off Lease dc B6 .. Revenue. 
Purchase of additional Engines 3c ae -. Capital. 
Repairs to same .. =~ $2 ts = .. Revenue. 
Depreciation of same .. Br ae Sn ee) S KeVenire, 
Installation of Electric Light and Telephone .. Capital. 
Annual Charge for Maintenance of same — vw) Avevene 
New Wing to Premises .. ore 30 ie .. Capital. 
New Wheels to Carts... mC 36 ac Je) EXE VentiIC. 
Purchase of additional Carts .. Capital. 


Sale of old Cart (depreciated value in ‘books, £10) for 
£9, and purchase of new Cart for £50 in place of it :— 
er ee Sale of old Cart, £5 Ay Xe .. Revenue. 
ost of new Cart, £50 as te ae .. Capital. 
Patent Rights  .. * 46 an Capital 
Renewal Fees for same .. Revenue. 


Although the above general rules have been laid down, the 
question is, nevertheless, very complicated at times. For 
instance, carriage is a revenue expense; but if we purchase 
machinery and pay carriage on it, the carriage then becomes 
capital expenditure, and must be added to the machinery as 
part of its cost. Wages are a revenue item; but if we buy 
plant and employ our own workmen to erect it, their wages 
then become capital expenditure, and must be added to the 
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plant as part of its cost. Repairs are a revenue charge ; but 
if we purchase second-hand machinery, and pay for some 
immediate repairs necessary to make it efficient for our pur- 
pose, then such repairs become capital expenditure, and must 
be added to the machinery as part of its cost. Again, legal 
expenses are a revenue item; but when purchasing a house, 
the legal expenses for conveyancing are capitalised, that is, 
added to the price of the house as part of its cost. Under 
the Double Account System, interest on capital during the con- 
struction of works or buildings or plant is regarded as capital 
expenditure, z.e., treated as part of the cost of such items. 

As regards Receipts there is less difficulty, owing to the 
sources being comparatively few in number as compared 
with the expenses. There 1s still, however, the risk of error, 
as in the case of the trader who regarded a loan from a friend 
as a profit when he received it and as a loss when he repaid 
it ; whereas, in neither case should it have appeared in the 
Profit and Loss Account. And in the case of another trader 
who, selling for £10 some old fixtures (included in the Fixtures 
Account at their original cost of £50), treated the £10 as a 
profit; whereas he should have credited the £10 to the 
Fixtures Account, and have written off £40 as a loss! 

Capital Receipts would be any additional capital paid in, 
money borrowed, or the proceeds from the sale of any 
assets. 

Revenue Receipts, or Income, would be the profit arising 
from the sales, discounts received, commission earned, interest 
on. any investments, etc. 

CAPITALISED PROFITS.—(See Bonus SHARES.) 

CARD LEDGERS.—(See Loose Lear LEDGERS.) 

CARRIAGE.—The charge made for the conveyance of 
goods by land, as opposed.to freight. Goods are sold either 
(a) carriage paid, in which case the seller pays the carriage, 
or (b) carriage forward, which means that the buyer is to pay 
the carriage. In the absence of any express stipulation to 
the contrary, goods are sold where they stand, that is, the 
buyer must pay the carriage. In cases of dispute, however, 
the person who hires the carrier would be responsible at law 
for the payment of the carrier’s usual charges. 

Carriage Account.—In elementary book-keeping each item 
of carriage on goods purchased is charged to the Goods 
Account ; while each item of carriage on goods sold is debited 
to the Trade Expenses Account. But, in the intermediate 
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and advanced stages, a separate subsidiary expense account 
is opened for all items of carriage. The great majority of 
accountants subdivide the Carriage Account into two parts, ~ 
viz., inwards and outwards. 

Carriage Inwards is the carriage on goods or raw materials 
bought. This, being a purchase expense increasing the cost 
of the articles, is charged to the Trading Account. 

Carriage Outwards is the carriage on goods sold. This, 
being a selling or distribution expense, is debited to the 
Profit and Loss Account. 

Carriage and Cartage.—This item, comprising both inwards 
and outwards carriage, is, in the books of builders and con- 
tractors, and in a few other businesses, charged to the 
Trading Account. The reason is that the outwards carriage 
and cartage has been reckoned or allowed for (often at 
a profit) in the estimate for the contract or job, and is, 
therefore, included in the Sales. 

Carriage on an Asset or Stores.—Whenever an asset such 
as machinery, furniture, etc., is purchased, or stores bought 
for own use or consumption, such as coal, wood, oil, etc., 
and inwards carriage is paid on them, then the carriage must 
not be charged to the Carriage Inwards Account but to the 
asset or stores, as it adds to the cost of same. Inwards 
carriage must only be charged to the Carriage Inwards 
sae when it represents carriage on goods bought for 
re-sale. 

Carriage on Consignments and Joint Adventures.—Carriage 
on a consignment outwards is charged to the Consignment 
Account, on a consignment inwards to the person or firm 
to whom the goods belong. In the case of a joint adventure 
the carriage is charged to the Joint Account. 

Carriage on Returns, Empties, etc.—Goods, packages, 
empties, etc., are expected to be returned carriage paid ; 
and if they are not, the carriage paid out on them should be 
charged through the Petty Cash Book to the account of the 
customer concerned. 

Carriage Charged in Day Book.—For the convenience of 
customers, carriage is often paid on goods sold, and debited 
to them in the Day Book and on the invoice. When this is 
done, the total of the Day Book must not be posted to the 
Sales Account ; but it should be analysed into so much Sales 
and so much Carriage. The Carriage amount can then be 
credited to the Carriage Outwards Account. Failing this, 
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the Carriage Outwards Account must be debited to the 
Trading Account, in order to neutralise the amount of out- 
wards carriage included in the total Sales. But even 
then, if such items are very numerous, the turnover shown 
by the books would be entirely fictitious ; so that dissection, 
and posting to proper accounts, is by far the better method 
of dealing with the matter. 

CARRIED DOWN.—(See, BALANCE.) 

CARRIED FORWARD.—(See BALANCE.) 

CARTAGE or CARTING.—The charge made for carting 
goods to the docks for shipment, or from the docks to ware- 
houses, or from the seller’s shop to the buyer’s place of busi- 
ness. Inwards cartage, that is, on goods bought, should be 
debited to the Trading Account; and outwards cartage, 
that is, on goods sold, should be charged to the Profit and 
Loss Account. Separate subsidiary accounts may be opened 
for these items if necessary, or they can be merged in the 
Carriage accounts, as is often done. The remarks on 
“Carriage charged in Day Book” apply also to Cartage 
charged to customers in a similar manner. 

CASE OF NEED.—(See BILL oF EXCHANGE.) 

CASES, SACKS, BAGS, ETC.—(See PAcKAGEs.) 

CASH.—In book-keeping a general term, including coin 
and various kinds of money remittances, called by bankers 
“cash articles,’’ ¢.g., cheques, postal orders, money orders, 
stamps, bank notes, etc. 

CASH ACCOUNT.—In elementary book-keeping this is a 
simple ledger account to which all the receipts and payments 
of money are posted. It only becomes necessary when cash 
transactions are journalised. In the intermediate and 
advanced stages it is superseded by the Cash Book. 

CASH ARTICLES.—(See CAsu.) 

CASH AT BANK, DIVIDEND ACCOUNT.—This item 
figuring in a Balance Sheet indicates that a dividend has 
been declared, but that some of the shareholders have not 
cashed their dividend warrants. Hence, on ee liabilities 
side there will appear the item “ unclaimed ’’ “ unpaid 
dividends,’’ and on the assets’ side a similar meant of cash 
ready to meet them. 

CASH AT BANK, PENSION FUND ACCOUNT.—Thisitem, 
which is sometimes found in a Balance Sheet, shows that the 
firm or company have created, out of profits, a Pension Fund 
for the benefit of their employees ; and that a certain amount 
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of cash has been “‘ ear-marked ” or set aside specially for the 
ayment of the pensions. 

CASH BOOK.—A book of first or original entry employed 
for the purpose of recording all cash transactions—both 
receipts and payments. Although used as a subsidiary book, 
the Cash Book is really an integral part of the ledger, being 
nothing more than two ledger accounts—the Cash Account 
and the Bank Account—taken out of the ledger and bound 
in a separate book for the sake of simplicity and convenience. 
Being ledger accounts, the balances of the Cash and Bank 
columns must be entered in the Trial Balance and Balance 
Sheet whenever these are made out. 

Forms of Cash Book.—There are various forms of Cash 
Books. Some have only one money column on each side, 
Cash or Bank ; some have two columns, Cash and Discount, 
or Cash and Bank where discount is not required ; while the 
modern business Cash Book possesses three columns: 
Discount, Cash, and Bank. 


Example 1— 
Dr. CASH BOOK. ’ Cr. 
Date. | Receipts, | HE | Bano" | Date. | Payments, | Yel ashy 
Example 2— 
Dr. CASH BOOK. GE 
Date. | Receipts Led. Dis- Cash Dat Led. Dis- 
| * | Fol. |] count. : ate. | Payments. Fol. || count. Cash. 
) i] , 


162 


CAS] DICTIONARY OF BOOK-KEEPING [CAS 


Example 3— 


| 
Where 
Jan. 1 | Started business with cash . || 1,000 
» | Bank charged me for cheque book ‘(100 cheques) | 8} 4 
» | Bought Furniture for cheque ne 50 
» | Drew from Bank Be oe 10 
2 | Received from A. Adler cash and notes x 19 
,, | Allowed him discount ae sis ae ae 1 
Paid B. Brown, cheque .. as an rel 47)10 
, | And was allowed discount re; Ae at 2|10 
4 | Paid into Bank hiss ae ae sal 20 
5 | C. Cook sent me postal orders 20 ae Ef 3 
7 | Paid Drake & Son,cash .. aa td at 811) 8 
9 | Drew cheque for Office use oe be aK 10 
10 | Cheque received from F. Francis .. ae os 63)11) 2 
11 | Paid into Bank ae we oe a | 65/11) 2 
12 | Drew cheque for self os st 0 oe 15 
18 | Paid Rent by cheque os Ot 16 ve 20 
19 | Paid Rates in cash .. avs Merge as ae 9}12| 9 
20 | Bought Goods for cheque .. 3 ea oe 25 
25 | Sold Goods for cash ae oe 10|11| 8 
28 | Received from North Bros., ‘cheque te ate 50} 1] 9 
», | Discount allowed them ate on er ee 2|12) 9 
29 | Paid into Bank oe os ee ao sg 50} 1/9 
31 | Ready Money Sales. hea 7/LL) 5 
,, | Paid for Stationery and Sundiies ‘by cash me KO Le 


The working on next page illustrates the ruling of the 
modern three-column Cash Book and also exemplifies its use. 

Headings of Cash Book. The headings ‘‘Cash’’ and 
“Contra ’’ are quite customary, but may be omitted; for 
they are ornamental rather than useful. The word contra is 
a Latin word signifying opposite or against. 

Treatment of Cheques.—In the foregoing example, cheques 
received have been entered in the Cash column. In many 
businesses cheques received are put straight into the Bank 
column. Both methods, however, are in vogue. I[f any 
particular cheque is banked the same day as received, a cross 
entry is hardly necessary ; the cheque can be entered direct 
in the Bank column. Payments by cheque, however, must 
always be entered in the Bank column, as the cheques will 
be paid out of our Bank money and not out of the Office Cash. 

Cheques received from customers are sometimes indorsed 
on to creditors in order to save the stamp of a new cheque. 
When this is the case, the cheques so treated must be entered 
in the Cash column when received and in the Cash column 
also when paid away. 
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“Cross ’’ or ‘‘Contra ’’ Entries.—Inasmuch as all money 
is received at the office, there accumulates at times more 
than is required, so some of it is banked. Again, at other 
times there is a shortage in the office, and then money has to 
be drawn from the Bank and put back into the office cash- 
box or till. These two kinds of transfers which are con- 
stantly being made seem to give students considerable diffi- 
culty. They generally make one entry and omit the contra 
entry. The trouble arises from the fact that, although only 
one statement is made, such as “ Drew from Bank,” or “ Patd 
into Bank,’ yet two entries are implied or involved. For the 
sentences themselves are elliptical. ‘‘ Drew from Bank” 
really means “ Drew from Bank and paid into Office.” And 
“ Paid into Bank” really means “‘ Drew from Office and paid 
into Bank.” Hence it will be seen that in each case a double 
entry is necessary. If we have two pockets of money, we 
cannot take some out of one and put into the other without 
affecting both pockets; for at the same time that we are 
increasing the one, we are decreasing the other. Therefore, 
whenever the student meets with either of the above sentences 
he must.remember that it is a “cross” or “contra” entry, 
that is, an item which must be entered on both sides of the 
Cash Book. The other transactions only require one entry, 
a receipt being put on the debit side, and a payment being 
placed on the credit side. 

Personal Drawings.— Another point which perplexes 
students is the item ‘‘ Drew for self.” This is not a cross 
entry, for it is not the same as “ Drew from Bank,” with 
which so many students confound it. When cash is drawn 
from the Bank it is put into the Office; but when cash is 
drawn for self, the money goes into the proprietor’s pocket. 
Hence the transaction ‘“‘ Drew for self” is simply a payment 
by the business to the proprietor of it, and is, therefore, 
charged to his Drawing Account. 

Balancing the Cash Book.—The Cash Book is balanced, 
that is, the difference between the totals of the receipt and 
payment columns ascertained, in pencil every day, and in 
ink periodically, at least once a month. The monthly 
balancing is done in order to avoid the labour (and probable 
risk of error) of continually carrying forward large totals on 
each side. The balance of the Cash columns represents the 
amount of cash in hand, and the balance of the Bank 
columns shows the state of the Bank Account. 
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How to Post the Cash Book.—The rule is to reverse the 
sides of a Cash Book when posting to the Ledger. That is 
to say, the cash on the debit side of the Cash Book will be 
posted on the credit side of the accounts mentioned ; and 
the cash on the credit side of the Cash Book will be posted 
on the debit side of the accounts named. There is, however, 
a reason underlying this. It must be remembered that the 
Cash Book is really a Ledger account, hence the Dr. and Cr. 
sides. And if a transaction takes place between two ledger 
accounts, it is the same as between two persons—they must 
stand in opposite relationship to each other. There cannot 
be two debtors or two creditors of one transaction; one 
account must be debtor and the other account creditor. 
Now, transactions have taken place between the Cash 
Account and all the accounts stated on the receipts’ side, 
and in each case Cash Account was Dr. ; it, therefore, follows 
that the other accounts must be Cy. Again, transactions 
have taken place between the Cash Account and all the 
accounts enumerated on the payments side, and in every 
case Cash Account was Cr.; it, therefore, follows that the 
other accounts must be Dr. Discount, if any, is posted to 
the ledger at the same time as the cash, and should not be 
added to the cash, but entered as a separate item underneath 
it, in order to show clearly how the account was settled. 
Items in the Bank column are sometimes posted “ By Bank”’ 
or “ By Cheque” and ‘“‘ To Bank” or ‘“‘ To Cheque,” instead 
of “ By Cash” and “ To Cash.” But this is immaterial ; 
the student can adopt whichever form he prefers. Transfers 
or cross entries are not posted at all, as they only refer to 
the Cash and Bank Accounts in the Cash Book, and do not 
affect any account in the ledger. A small c is generally 
placed against them in the folio column. 

There is only one exception to the above rule of reversing 
the sides, and that is with the monthly totals of the Discount 
columns. These are not reversed, but are posted to the Dis- 
count Account exactly as they are in the Cash Book. When 
we look into this matter, however, we find it is only an 
apparent exception. Theoretically, the discounts are on 
their wrong sides. Discounts we allow or pay away ought 
to be on the credit side instead of on the debit side; and 
discounts we receive ought to be on the debit side instead of 
on the credit side. But, for the sake of convenience, the 
discount is always placed on the same side and on the same 
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line as the receipt or payment to which it relates. So when 
we come to post the totals of the Discount columns to the 
Discount Account we find them already reversed, and we 
have merely to enter them as they stand. The discount 
total goes the reverse way of the personal accounts. For 
instance, on the debit side of the Cash Book the personal 
accounts have been credited with discount ; Discount Account 
must, therefore, be debited with the total in order to complete 
the double entry. And the same applies to the discounts on 
the credit side of the Cash Book; they have been debited to 
the personal accounts, and the total must, therefore, be 
credited to the Discount Account. Sometimes, however, the 
discount columns are balanced, and only the balance posted 
to the Discount Account; but this practice cannot be 
recommended. 

The following items, selected from the worked example, 
would, when posted, appear in the Ledger as under— 


Dr. CAPITAL ACCOUNT. Cr. 
195, 
Jan. 1| By Cash . | 1000 
Dy. A. ADLER. Cy. 
| < : 
| Jan. 2] By Cash gol AG | 
| ie Discount. 1 
| | : | 
Dr. B. BROWN. ioe 
IS Yee 
Jan. 3] To Cash ..|| 47/10 
Pal eye Discount i. 2/10 
Dy. TRADE EXPENSES. Cy. 
| | 
19 
Jan. 1] To Cash 8} 4 
Sound 10} 2) 6 
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Dr. DISCOUNT. Cr. 


W).0 1s 6 
Jan. 31 | To Sundry Drs. 3/12) 9} Jan. 31 | By Sundry Crs. 2/10 


Bank Cash Book.—The form of Cash Book coming more 
and more into favour is that known as the Bank Cash Book. 
This is the ordinary three-column Cash Book adapted to a 
stricter organisation of the Cash department. 

Printed and numbered carbon-copy receipts are issued for 
all money received, and no payments are allowed to be made 
out of any of this money. Every day the cash received, 
whether cheques or coin, is paid into Bank intact. All 
payments, except Petty Cash payments, are made by 
cheque. 

The debit side of the Cash Book is written up from the 
Receipt Book, the amounts being entered in the Details 
column. The credit side is written up from the cheque 
book, that is, from the counterfoils of the cheques paid away, 
and the amounts entered in the Bank column, unless one 
cheque has been drawn for two or three purposes ; then, 
the various items are shown in the Details column, and 
only the total of the cheque is written in the Bank 
column. 

When money is paid into bank, no cross entry is made ; 
the amount is simply extended into the Bank column on the 
receipts side. And when money is drawn for Petty Cash, 
an entry is made on the credit side ‘‘ By Petty Cash” ; but 
the contra entry appears, not on the debit side of this Cash 
Book, but on the debit side of a separate Petty Cash Book 
kept on the imprest system. 

An extra column is sometimes found by the side of the 
folio column. Its purpose is to record the numbers of the 
printed receipts, and the voucher numbers or numbers of the 
cheques relating to the payments. 

Such a Cash Book and system provide an effective check 
on the cashier, and greatly facilitate the work of the 
auditor. 

An example follows; and a few specimen entries have 


been made in the Cash Book in order to exemplify its 
working. 
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CASH BOOK (TABULAR).—(See TABULAR SYSTEM, also 
SELF-BALANCING LEDGERS.) 

CASH CREDIT.—A credit of a stated amount granted by 
a banker to his customer against security, either personal or 
on the guarantee of sureties. The term is also applied to 
Overdrafts which bankers allow to their customers against 
deposit of lease, insurance policy, etc. 

CASH CREDITOR.—Another term for Loan Account. 
The ordinary creditors are creditors for goods they have 
supplied ; a cash creditor is a creditor for money he has lent. 

CASH DISCOUNT.—(See Discount.) 

CASHIER’S DEFALCATION—CASHIER’S EMBEZZLE- 
MENT.—A separate subsidiary account is opened for losses of 
this nature until recovered or written off. Such an item is 
generally allowed now as a charge against the profits when 
making Income Tax Returns, but not if recoverable under an 
indemnity bond. 

CASH PURCHASES.—(See PURCHASES.) 

CASH SALES.—(See SALEs.) 

CATALOGUES, PRICE LISTS, ETC. — CATALOGUES, 
SAMPLE BOOKS, ETC.—These are often included in the 
Stationery Account, but sometimes a separate subsidiary 
account is opened for them. The expense of compiling and 
printing catalogues, especially when numerous blocks have to 
be prepared for the illustrations, is often very heavy ; and it is 
usual in such cases for the cost to be spread over two or three 
years, the portion of the expenditure not written off being 
carried to the assets side of the Balance Sheet. 

CERTIFICATE OF INCORPORATION.—(See Company.) 
_ CESTUI QUI TRUST.—The person who has the beneficial 
interest or enjoyment of property, the legal ownership of 
which is vested in the trustee. 

CHANGE ACCOUNT—CHANGE MOQNEY.—In many busi- 
nesses it is necessary for the cashier and sub-cashiers to have 
money advanced to them so as to be able to give change to 
customers. Instead of the chief cashier keeping I O U’s for 
these sums, a cheque is often drawn for the total, and the 
amount posted to a special ledger account entitled ‘‘ Change ’’ 
or Change Money.’’ At balancing time the amount is added 
to the “ Cash in hand ” and shown as such on Balance Sheet. 

CHARITABLE GIFTS.— (See SvuBSCRIPTIONS AND 
DONATIONS.) 


CHECK FIGURE SYSTEM.—This is a method of check, 
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based on the theory of remainders, by means of which errors 
in addition or posting may be readily located. The student 
will probably remember the system of proof by remainders 
used in arithmetic to verify multiplications, etc., such as 
casting out the nines or elevens. Several systems are in use, 
and any odd number from 7 to 19 may be used. Nine and 
eleven, however, have certain limitations, owing to their close 
relationship to ten; so that 13 and 19, applied in a different 
manner, are the numbers more generally favoured. 

Rule for 13.—Divide the pounds by 13 and call the remainder 
shillings. Add half of this remainder to the shillings and 
pence of the amount under check. Subtract the pence 
from the shillings, and the difference will be the required 
check figure. Should the shillings be less than the pence, 
add 13 to the shillings before subtracting. 

Example 1.—Ascertain the check figure of £917 12s. 11d. : 
917 + 13 leaves 7 remainder. Half of 7s. = 3s. 6d. 3s. 6d. 
+ 12s. 11d. = 16s. 5d. 16 — $= 11 = check figure. 

Example 2.—Ascertain the check figure of £366 4s. 11d. : 
366 + 13 leaves 2 remaiiuder. Half of 2s.=I1s. Is. + 
4s. 11d. = 5s. 11d. (5 + 13) — 11 = 7 = check figure. 

An alternative method of dealing with the remainder from the 
pounds is sometimes adopted, in order to simplify the amounts 
to be added. Whenever the remainder is an odd number, 
add 13 toit. Take the half of the total and proceed as before. 

Example 3.—Ascertain the check figure of £917 12s. 11d.: 
917 + 13 leaves 7 remainder. 7 + 13=20. 20 +2= 10. 
10s. + 12s. 11d. = 22s. 11d. 22 — 11 = 11 = check figure. 

Rule for 19.—Divide the pounds by 19 and call the remainder 
shillings. Add this remainder to the shillings and pence of 
the amount under check. Subtract the pence from the shil- 
lings, adding 19 to the shillings, if necessary, to facilitate 
subtraction. The difference, after casting out any multiple 
of 19, will be the required check figure. An alternative 
method, when the pounds do not run into more than two 
figures, is to add the pounds to the shillings before dividing. 
To agree the totals of columns, multiply the number of shillings 
carried forward from the pence column by 13, or by 3, 1.¢., 
divide by 3 (13 being the check figure of the fraction 3), 
and add the result to the check figure column. 

Example 1.—Ascertain the check figure of £366 4s. 11d. 
366 + 19 leaves 5 remainder. 5s. + 4s. 11d. = 9s. 11d. 
(19 + 9) - 11 = 17 = check figure. 
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Example 2.—Find the check figure of £98 18s. 10d. 98 + 18 
= 116. 116 + 19 leaves 2 remainder. (19 +.2)— 10 
= 11 = check figure. 

How the System is Used.—When posting from any of the 
subsidiary books, the clerk ascertains the check figure of the 
amount he has just entered into the ledger. He then inserts 
this figure in a special column of the subsidiary book. At the 
end of the page the subsidiary book is added, also the column 
containing the check figures. Ifthe posting and addition have 
been done correctly, the check figures of the totals of the two 
columns must agree. If they do not, it is evidence of the 
existence of an error. 

Example.—Suppose the following to represent a page of the 
Day Book, and the figures in front of each amount to be the 
proper check figures, according to the 13 and 19 systems 
respectively, inserted when posting to the Ledger took place. 


(13) iP cated: (19) 
4 96 18 10 9 
1 149 19 8 Sinowl 
5 78 16 11 7 
5 265 18 9 8 
] 57 16 5 11 
1 49 19 10 1 
10 7817607 12 
2 159 18 11 14 
7 7919 6 16 
8 158 17 10 13 
11 Gyy ere 4 


| 


(7) 7+3=24—15 


0 


Check Figures of Fractions.—These (base number 19) are 
ascertained as follows— 

Check Figure of 1d. = 1 = Check figure of 20 = check 
figure of 39. .°. the check figure of } = 13; 2=26=7; 
IZ3=1+13=14; 12=1+26=27=8; 23 =2+ 13 
= 15; 2, =2 + 26 = 28 =9; and so on. 

Check figure of 1d. = 1 = check figure of 20... check 
figure of 3d. = 5, of $d. = 10, of 3d. = 15. Thus the check 
figure of £9 6s, 11fd. = 15-11 =4; (19 + 4) -5 =18 
= check figure. The check figure of £16 4s. 83d. = 20-8 = 
12; (19+12) — 15 = 16 = check figure. 

The check figure of £1177 4s. 3d. by the 13 system is (7 + 13)-9 

The check figure of £1177 4s. 3d. by the 19 system is 
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22-3=19=0. These check figures, it will be seen, 
agree with those in the respective check figure columns. 
This is, therefore, primd facie evidence that the items in the 
Day Book have been correctly posted into the Ledger, and 
also that the Day Book itself has been accurately added. 

CHEQUE.—A cheque is a written order on a banker to pay 
a stated sum of money to a stated person, or to his order, or 
to bearer. 


Example— 
No. 675141. ; No. 675141 London, 
5 4 Aug., 19.. 
A Ate 190) 
_ THE SAFE BANK, LTD. 
Brown & Son ; Pay to Messrs. Brown & Son or 
Order the sum ot Forty pounds eleven 
shillings and sixpence. 
£40-11-6 EF 40 11 6  _-H. Martin. 


The form is perforated, so that it may be divided into two 
portions, the larger portion, called the cheque, being paid 
away, and the smaller portion, called the counterfoil, being 
retained for reference. 

Difference between a Cheque and a Bill of Exchange.—By 
the Bills of Exchange Act, 1882, a cheque is defined as “‘a 
bill of exchange drawn on a banker payable on demand.” 
There are, however, some points of difference— 

(1) A bill requires acceptance. A cheque is never accepted 
by a banker. The acceptor of a bill is liable to the holder for 
refusing payment of it; but a banker is not similarly liable 
to the holder of a cheque. 

(2) The drawer of a bill is discharged from liability by delay 
in presenting it for payment ; the drawer of a cheque is not. 

(3) Notice of dishonour is necessary in the case of a bill 
not being met, but not in the case of a cheque. 

Revocation of Banker’s Authority.—The duty and authority 
of a banker to pay cheques drawn on him by his customer 
are determined by— 

(a) Countermand of payment ; 

(b) Notice of the customer’s death ; 
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(c) Notice of an act of bankruptcy on the part of the 
customer ; 

(d) Receipt of a garnishee order. 

Bearer and Order Cheques.—A bearer cheque is one that 
can be cashed or negotiated without requiring indorsement. 
An order cheque is one that must be indorsed before it can 
be cashed or transferred. Only the drawer can alter a cheque 
from order to bearer, and the alteration must bear his initials ; 
but either the holder or drawer may amend a bearer cheque 
to an order cheque without the alteration being initialled. 

Crossed Cheques.—Section 76 of the Bills of Exchange Act, 
1882, says— 

‘““(1) Where a cheque bears across its face an addition of— 

‘““(a) The words ‘and company’ or any abbreviation 
thereof between two parallel transverse lines, 
either with or without the words ‘ not negotiable’ ; 
or . 

‘‘(b) Two parallel transverse lines simply, either with or 
without the words ‘ not negotiable’; that addi- 
tion constitutes a crossing, and the cheque is 
crossed generally. 

““(2) Where a cheque bears across its face an addition of 

the name of a banker, either with or without the 
words ‘ not negotiable,’ that addition constitutes a 
crossing, and the cheque is crossed specially and to 
that banker.” 

Section 77 enacts— 

“(1) A cheque may be crossed generally or specially by 

the drawer. 

“ (2) Where a cheque is uncrossed, the holder may cross it 

generally or specially. 

“ (3) Where a cheque is crossed generally, the holder may 

cross it specially. 

“(4) Where a cheque is crossed generally or specially, the 

‘e holder may add the words ‘ not negotiable.’ 

(5) Where a cheque is crossed specially, the banker to 
whom it is crossed may again cross it specially to 

. another banker for collection. 

(6) Where an uncrossed cheque, or a cheque crossed 
generally, is sent to a banker for collection, he may 
cross it specially to himself.” 

By Section 78— 
“A crossing authorised by this Act is a material part of 
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the cheque ; it shall not be lawful for any person to 
obliterate or, except as authorised by this Act, to 
add to or alter the crossing.” 

(See AND Co.) 

Although contrary to the provisions of the Act, it is no 
uncommon thing for a drawer to cancel a crossing and to 
write on it the words “ pay cash.” Payees often have no 
banking account, and consequently ask for this to be done; 
and again, cheques drawn for Petty Cash, Wages, etc., some- 
times get stamped with a crossing by mistake. 

An open cheque is one that has not been crossed ; hence, 
one that can be cashed over the counter. 

A stale cheque is one that is some months old—with some 
banks six months, with others twelve months. Bankers 
generally refuse to pay a stale cheque until reference has been 
made to the drawer. 

A forged cheque is one on which the signature of the drawer 
is not genuine, or in which the name of the payee or the 
amount of the cheque has been falsified. A banker is sup- 
posed to know his customer’s signature, and to be able to 
detect forgery ; and if he pays a forged cheque, the loss will 
fall upon himself. He is not, however, responsible for any 
loss caused by a cheque bearing a forged indorsement, as he 
cannot possibly know all the payees’ signatures. In order 
to prevent as far as possible any fraudulent alteration of the 
amount of a cheque, some cheque forms have printed divi- 
sions at the side headed “‘ under £10,” “ under £20,” “ under 
£30,” and so on, and the amount of the cheque is written also 
in its proper division. Thus a cheque for £18 11s. 6d. would 
be written in the “‘ under £20” space. 

Dishonoured Cheques.—A dishonoured cheque is one which 
a banker has refused to pay on presentation. Such cheques 
usually bear some mark on them, such as N/A (no assets), 
N S (not sufficient funds), R/D (refer to drawer), N/E (no 
effects), I/F (insufficient funds). 

In the Cash Book an entry must be made on the credit 
side, “ By ” (person from whom the cheque was 
received). , 

Post-dated Cheques.—These are cheques which bear a date 
later than the current date. They must, therefore, be kept 
until the proper date before they can be cashed. By Section 13 
of the Act, a cheque “‘is not invalid by reason only that it is 


post-dated.” 
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In the Cash Book post-dated cheques should: be entered 
“short,” that is, the amount should not be extended into the 
money columns. This prevents their being forgotten or lost 
sight of. On the proper date they should be re-entered in 
the usual way. 

Example.—On the 4th Aug. received from A. Brown a 
cheque for £20 2s. 11d. dated 14th Aug. 


Dy. CASH BOOK. 
: Led.|| ,. 
Date. Receipts. Fol. Discount.|| Office. Bank. 
One 
Aug. 4 | To A. Brown, £20 2s, 

Glos e AGly gc 

Aug. 14 aD 
a La Ae Brown ee 20 |2)11 


If a banker inadvertently pays a post-dated cheque, he 
cannot debit his customer’s account with it until the proper date. 

Indorsement of Cheques.—Indorsing is the signing of the 
payee’s name on the back of the cheque. It is quite legal if 
done on the front of the cheque, though it would be most 
unusual. Bearer cheques do not require an indorsement, 
but all order cheques must be indorsed. The payee should 
sign his name exactly as it is on the face of the cheque ;_ but 
such titles as Mr., Mrs., Miss, Dr., Capt., Esq., etc., are un- 
necessary and may be omitted. The following indorsements 
should be carefully noted— 


Cheque Payable to— Indorsement. 


Mrs, Smith Jane (or other Christian name) 


Smith, or J. Smith. 
Mary Brown, 
wife of Arthur Brown. 


Mrs. Arthur Brown 


Miss Mabel Jones Mabel Smith or M. Smith, 
(now married) née Jones. 


Robert Brown, or R. Brown. 
The full Christian name is not 
important as long as the 
initials agree. 


Robert Brown 
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Cheque Payable to— 


John Gray, Junior 


Indorsement. 


John Gray or J. Gray. 


A. Clark 
(mis-spelling for Clarke) 


Messrs. Brown 


A. Clark. 
A. Clarke. 


R. & S. Brown, or 
Brown & Son, or 
Brown Bros., or Browns. 


— Smith, Esq. 


J. (or other initial) Smith. 
The mere surname is not a 
signature, 


(ohe wae. Coy mibstd:. 


R. Archer 
(an illiterate person) 


Hrem ey ea Com decd: 
or Per pro. The X. Y. Z. Co., Ltd. 
or For and on behalf of 
inhe oven“ Contd: 
or On Account of 
ihe xeyve 2. Com Lid: 
OpetomeDheteys ZaGo,, letd: 
‘ A. Johnson, 
Secretary. 
The latter is the most usual form. 


—F 
his 
R. % Archer 
mark. 
Witness : Alfred Looker, 
110 Earl Street, 


Southfold. 
The Misses Brown Mary Brown 
Jane Brown 
Both must sign. 
Rh. Brown for R. Brown 
W. Rowe 


(now deceased) 


Executor (or Administrator) 
or For Self & Co.—Executors (or 
Administrators) of R. Brown 
W. Rowe 
The signature of one executor is 
sufficient. 


The Trustecs of R. Brown 


For R Brown 
F. Smythe 
W. Rowe 
A. Bottle 
All the trustees must sign. 


Trustees. 
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Indorsements are sometimes made per procuration, thus— 
per pro. (or p.p.) Robert Brown, 
H. F. Roberts. 
The full name must be signed ; the initials “H. F. R.” would 
not be sufficient. Indorsements per pro. are not accepted, 
however, on dividend warrants. Bankers are entitled to ask 
for confirmation of such indorsements if they deem it necessary. 

Fictitious or non-existing Payee.—Where a cheque is pay- 
able to a fictitious or non-existing payee, such as a cheque 
drawn for Wages, Petty Cash, etc., it may, by Section 7 of 
the Bills of Exchange Act, 1882, be treated as a cheque pay- 
able to bearer, that is, as not requiring an indorsement. 
Some banks, however, request the person drawing the money 
to sign his name on the back of the cheque, while others 
require the personal signature of the drawer of the cheque ; 
but the majority cash such cheques without any indorsement. 

Alterations on Cheques.—All alterations on a cheque must 
be initialled by the drawer. The amount expressed in words 
must agree with the amount stated in figures ; though where 
the two differ, the banker is bound by the words. It is the 
practice of bankers, however, to return such cheques to the 
drawer for correction. 

Foreign Cheque.—A cheque received from abroad requires 
a 2d. stamp affixed to it before it can be dealt with in this 
country. 

Cheque not Legal Tender.—It should be noted that a cheque 
is not legal tender, the only paper money which is legal tender 
in England and Wales being Bank of England notes for sums 
above £5, and Treasury 10s. and {1 notes for any amount. 

Receipt Form on Cheques.—Many modern cheques have 
receipt forms at the foot or on the back of them, and the 
signature on the receipt is intended to act also as an indorse- 
ment of the cheque. Great care has to be used, however, in 
the wording of these cheques. A cheque payable to—- or 
order, provided the receipt form on same is duly signed, was 
held in the Courts mot to be a cheque, as it imposed a condi- 
tion ; whereas, by the Bills of Exchange Act, a cheque must 
be unconditional. 

Cheques sent by Post.—Any loss arising through the mis- 
carriage of a cheque sent by post falls upon the drawer. 
Having made the post his agent, he must be responsible for 
the actions of his agent. If, however, he has been requested 
by the payee to send a cheque by post, then the post becomes 
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the agent of the payee; and the latter must, therefore, bear 
the loss. 

Lost Cheque.—If a cheque is lost, the holder may compel 
the drawer to give him a new cheque, but must give security 
to the drawer if required to indemnify him in case the cheque 
should be found again. 

Property in Cheques.—Many banks return cheques, when 
paid, to their customers, but some do not, although legally 
such cheques are the property of the drawer. 

CHEQUE BOOK.—In order as far as possible to prevent 
fraud, bankers supply their customers with books of specially 
printed cheque forms, although a piece of ordinary paper, 
with a 2d. stamp affixed, ordering a banker to pay money, 
is just as legal. Each cheque, being an order to pay, must 
bear a 2d. stamp. Bankers supply the book of forms free, 
but debit their customers’ accounts with the value of the 
stamps. An entry must be made on the credit side of the 
Cash Book— 

By Office Expenses, or Trade Expenses, or Bank Bank 


Charges Column. 
(book of 100 cheques) 016 8 


CHIEF RENT.—Same as QuiT RENT. 

CLOSING ENTRIES.—Closing entries are the transfers of 
the various gains and losses from the nominal accounts them- 
selves to a Profit and Loss Account or to a Trading and Profit 
and Loss Account, and the transfer of the net gain (or loss) 
and drawings to the Capital Account. 

Example 1.—(Sole Trader and Goods Account.) 

From the following Trial Balance prepare the usual closing 
entries, the Goods on hand being valued at £944 9s. 6d. 


TRIAL BALANCE, 3IST DEc., 19... 


Dr. Cr. 

Capital Account .. ee es Bos | 18 | 
Drawing Account .. me a 300 
Plant and Machinery as Fo) ater A, ae 
Furniture, Fixtures, and Fittings . 162 6 a 
Bills Receivable .. a a 478 | 4] 3 
Bills Payable bis rs ASO elo 11 
Goods oe 38 he ae 197-1 4 6 
Consignment oe ae eel L7St\ 168) 2 
Joint Account a8 ate 56. | 36 Ones 

Carried forward 5 Peal Zour tens 24,188 2) 10 


Ws) 
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TRIAL BALANCE—continued. Cr. 
i) 
Brought forward one PWT Ase eo 4 SSS aie a) 
Sundry Debtors .. ave «- 1,505 | 4 7 
Sundry Creditors oe an | 570-| 13 | 9 
Rent, Rates, and Taxcs .. an ifs) 2; 8 
Salaries and Wages a5 Bel vole |i ee Ih 
Repairs ; a6 ove 56 1h) Oa mee 
Office Expenses ar ate ae 18 9 1 
Trade a ee Ae ae 34 7 3 
Commission .. ae ge 89 | 10 | 11 
Interest and Discount ie ws 68 | 15 2 
Depreciation. . di ot 60 73 1 4 
Cash in hand ore as ate 18 | 15 6 
Cash at Bank ate nd bis 877 | 14 1 
4,848 7 6 || 4,848 a 6 
eee —— 
JOURNAL. Dr. Cr. 
ib). 
Dec. 31 Goods 1 fac Ris ae Sha 747| 5 
Consignment oe ae Ae 175)16| 2 
Joint Account AC fe ac 36} 5) 3 
Commission .. ya 89)}10}11 
To Profit and Loss Account bn 1,048)17] 4 
Transfer of gains. 
31] Profit and Loss Account .. xis 643] 9} 2 
To Rent, Rates, and Taxes Bi 175} 2) 8 
» Salaries and Wages .. x3 256] 7| 6 
» Repairs we A A 17| 6| 2 
,, Office Expenses na =< 18} 9} 1 
, Trade Expenses we se 34) 7| 3 
, Interest and Discount ie 68|15| 2 
» Depreciation .. atts ae 73) 1) 4 
Transfer of losses. 
31 | Profit and Loss Account .. net 405) 8| 2 
To Capital Account 06 de 405) 8| 2 
Transfer of net gain. 
31) Capital Account .. xs Bs 300 
To Drawing Account .. as 300 


Transfer of drawings. 


+ £944 9s. 6d. less £197 4s. 6d 
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Example 2.—(Partnership and Contracts.) 
TRIAL BALANCE, 31ST DEC., 19... Dr. Cr 
Capital Account—A. Brown . 6,300 
” —J. Smith 6,300 
Drawing Account—A, Brown 550 
—J. Smith. 550 
Freehold Buildings = 5,000 
Fixed Plant 3,150 
Horses, Carts, and Loose Plant 2,520 
Materials 3 a 2,050} 9} 7 
Sundry Creditors 4,194] 8] 5 
se Debtors PLFA AM 
Mortgage Bs , 5,000 
Outstanding Accounts 227) 2| 6 
Contract 71 (unfinished) 2,320)17| 2 
is 72 (finished) 140|15] 3 
c Ty NOt aes) ; 1,660} 4| 9 
DAG Or (Gee a) 1,420]17| 8 
Jobbing Account 9 : 395} 6] 3 
Rates, Taxes, and Insurance 287,17] 5 
Discount 415|14,10 
Salaries . 450/11] 6 
Bad Debts 146}10) 5 
Trade Charges .. 382/19} 4 
Rents Received 50 
Interest on Capital 600 
Depreciation 630 
Cash in hand 35/16}1 1 
oe at Bank”, 4,430]15| 8 
Materials on hand, £2,500 12s. 6d. 25,963}]14] 5|| 25,963/14| 5 
JOURNAL. Dr. Cr. 
19. 
Dec. 31 Contract 73 .. ate = 1,660} 4] 9 
oh 74 .. a ve 1,420]17| 8 
Jobbing Account .. oe 395} 6} 3 
Materials is 6 450} 2|11 
Discount 415}/14)10 
Rents Received ae 50 
To Profit and Loss Account 4,392) 6| 5 
Transfer of gains. 
31 | Profit and Loss Account 2,638]13)11 
To Contract 72 140/15) 3 
, Rates, Taxes, and Tasurance! 287117) 5 
- Salaries 450|11] 6 
,, Bad Debts ah 146]10] 5 
,, Lrade Charges 66 382}19| 4 
,, Interest on Capital 600 
Depreciation .. 630 
Transfer of losses. 
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JOURNAL—continued. Dr. Cr. 
31 | Profit and Loss Account .. 1,753|12| 6 
To A. Brown, Capital A/c (4) 87616] 3 
J. Smith, 5 ye) 876\16) 3 
Transfer of net gain. 
31| A. Brown, Capital Account a 550 
To A. Brown, Drawing Account. 550 
Transfer of drawings. 
31] J. Smith, Capital Account. : 550 
To J. Smith, Drawing Account. ; 550 
Transfer of drawings. 
Example 3.—,Trading Account.) 
TRIAL BALANCE, 31ST DEC., 19... 
Dr. Cr. 
Sundry Debtors 4,650) 15, 2 
Bills Receivable 3,600} 6 1 
Sundry Creditors 4,500) 18} 4 
Bills Payable Se 3,500| 2 | Il 
Plant and Machinery 2,520 
Fixtures and Fittings 760 
Stock Ist Jan., 19.. 3,000 
Purchases VAS W IEE BY 6 
Sales <. 28,158] 16} 9 
Wages 2,025! 6 7 
Rent, Rates, and Taxes 391) 12) 6 | 
Carriage Inwards 1,108| 6] 4 
Coal and Coke 250; 5) 4 
Carriage Outwards .. 350] 8 | Vi 
Outstanding Accounts 275 | 11 5 
Salaries 750 
Bad Debts ie 257 29 
Discounts on Purchases 469 | 17 8 
» ae ales 626] 12 | 10 
Trade Expenses 125; 4] 2 
Depreciation. , Ast 320 
Interest on Capital . 450 
Cash in hand 24| 17 5 
~ at Bank 5,133) 64 “6 
Capital Account 9,450 
Drawing Account 900 ; 
Reserve Account {| 2,000 
Stock on hand, £3,500. 48,355) 7 1 148,855\|| 7 1 
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JOURNAL. Dr. Cr. 
19%. 
Dec. 31! Trading Account .. Sc -<=||27,030| 0| 9 
To Stock (at start) an 00 : 3,000 
», Purchases =A ane ba PALME OAL (63 
, Wages.. a 55 58 2,025} 6} 7 
,, Carriage Inwards “0 oe 1,108] 6} 4 
,, Coal and Coke es an 250} 5) 4 
Transfer of above amounts. 
$1 | Sales .. ao ae are . . |] 28,158}16) 9 
Stock (at finish) ses ee ..|| 3,500 
To Trading Account are oie 31,658/16) 9 
Transfer of above balances. 
31] Trading Account .. Ae ..|| 4,123)16 
Discount on Purchases ae oe 469|17| 8 
To Profit and Loss Account .. 4,593)13] 8 
Transfer of gross profit & discount. 
31| Profitand Loss Account .. soll epeondl ayl 
To Rent, Rates, and Taxes ? 351/12} 6 
, Carriage Outwards .. “ua 350) 8}11 
», Salaries ahs Ae is 750 
pabad- Debts A... sis As 257| 2| 9 
», Discounts on Sales .. ee 626}12/10 
,, Llrade Expenses 56 a 125) 4| 2 
,, Interest on Capital .. aye 450 
, Depreciation .. Se we 320 
Transfer of losses. 
31} Profit and Loss Account .. sell 15362112176 
To Capital se Bs oN 1,362)12] 6 
Transfer of net gain. 
31} Capital Account .. ae ae 900 
To Drawing Account .. ee 900 
Transfer of drawings. 


Note 1.—The student must remember that the rules for 
journalising do not apply to Closing Entries, as these are not 
transactions but merely transfers. The way to close an 
account is obviously to put the same amount there as is 
already there, only on the opposite side. If we put it on the 
same side it would simply double the amount instead of 
closing the account. Thus, if an account shows a debut 
balance, the way to close it will be to credit it with the same 
amount; and if it shows a credit balance, the way to close 
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it will be to debit it with the same amount. Now, since gains 
are credit balances, such accounts to be closed must be 
debited ; hence the entry— 
Goods Dr. 
To Profit and Loss Cr. 
And since losses are debit balances, such accounts, to be closed, 
must be credited; hence the entry— 
Profit and Loss Dr. 
To Rent, Rates, etc. Cr. 

Note 2.—In actual practice closing entries are frequently 
omitted, transfers being made from the various nominal 
accounts direct to the Trading Account and Profit and Loss 
Account, and from the Profit and Loss Account and Drawing 
Account to the Capital Account. 

Note 3.—The goods on hand are sometimes journalised 
thus— 


Goods (new account) Dr. 
To Goods (old account) Cr. 


The most common practice, however, is to enter the value of 
the goods on hand on the credit side of the Goods or Stock 
Account and, after closing the account, to bring down the 
amount as a balance on the debit side. 

COAL AND COKE.—This, being a manufacturing expense 
varying with the turnover, is properly charged to Trading 
Account. It is sometimes merged in the Fuel Account (which 
includes wood, etc.) and sometimes kept separate. At 
balancing time stock is taken and credited to the account. 
The difference between the amount purchased and the amount 
then on hand is considered to be the amount used, and is, 
therefore, the amount carried to the Tiading Account. The 
stock on hand is brought down as a balance for the subsequent 


pene. and is also shown as an asset in the current Balance 
eet. 


Example— 
Dr. COAL AND COKE. Cr. 
] 19-- eal IQ. 
an. 1 | To Balance .. --|| 250 |12| of Dec. 31 | By Stock on hande, 20 |r0| 6 
Dec. 31| ,, Purchases .. -+|/2,050 |r6| at, =, o Balance to ‘ 2 
» | »» Carriage on above.|| 165 | 4 Tradin g A/c are te |. 313 
2,466 |13| 8 2,466 |13| 8 
TOs ral Pt 
Jan. rt | To Balance b/d ++|| 320 |to 
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CODICIL.—A supplement to a will, and forming part of it, 
generally for the purpose of making some addition or altera- 
tion to it. It must be executed with the same formalities as 
the will itself. 

COLLATERAL SECURITY.—An extra, indirect or secondary 
security (in addition to the principal security) for the repay- 
ment of a loan or bank overdraft. A collateral security may 
also be one furnished by a third party, such security to be 
realised only in the event of the principal (7.e., debtor’s) 
security failing or proving insufficient. The term is generally 
applied to the deposit of such documents as give a right to 
property; so that the creditor, by realising same, may 
recover the amount of the loan without the necessity of legal 
proceedings. A Bill of Sale is an example of such, as it 
guarantees the repayment of a loan. 

COLLIERY COST SHEET.—(See Cost Accounts.) 

COLUMNAR METHOD.—(See TaBULAR SYSTEM.) 

COMMISSION.—The remuneration charged by an agent 
for his services, usually a percentage on the amount of 
business transacted through him. 

Commission is brought to account by means of Journal 


entry, thus— 
Person Dy, 
To Commission Cr. 
(for commission receivable) 


Commission Dr. 
To Person Cr. 
(for commission payable) 


The commission is debited when it is a loss and credited when 
a gain, in accordance with the rules for journalising. It is 
then posted to the ledger, separate accounts being opened for 
“Commission Received ’’ and ‘‘ Commission Paid,’’ in order 
to show the actual loss and the actual gain. These accounts 
are ultimately closed to Profit and Loss in the usual way. 

Bank Commission.—A charge made by some banks to their 
customers for cashing cheques drawn on them. Such items 
are generally posted to the Bank Charges Account. 

Del Credere Commission.—An extra commission paid to 
an agent who guarantees the payment for goods sold by him ; 
in other words, to relieve his principal of the risk of a bad debt. 

Sales on Commission.—These differ from an ordinary Con- 
signment Inwards, inasmuch as no goods are received into 
stock, the sales being made from samples. The transactions 
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are not, therefore, recorded in the books, only the commission 
being booked up. 

COMMITTEE OF INSPECTION.—A small number of 
creditors, not more than five and not less than three, 
appointed by the whole body of creditors to supervise the 
winding-up of a debtor’s or company’s affairs under the 
trustee-in-bankruptcy, liquidator or official receiver. When 
there is no committee of inspection its functions are exercised 
by the Board of Trade. 

COMPANY.—A Company is an association of persons for 
the purpose of carrying on trade or business, generally for 
mutual gain. There are also other combinations, such as 
building and friendly societies. 

Joint Stock Company.—‘ An association of individuals for 
purposes of profit, possessing a common capital contributed 
by the members composing it, such capital being commonly 
divided into shares, of which each possesses one or more, 
and which are transferable by the owner.” 

The formation of joint stock companies in England, for 
trading and other purposes, dates back for more than three 
centuries. We see some notable examples in the seventeenth 
century in the East India Company, the Hudson Bay Com- 
pany, the New River Company, and the Bank of England, 
which were incorporated by Royal Charter or by special Act 
of Parliament. Incorporation otherwise than by these two 
methods was not possible until 1844; while the principle of 
“limited liability’ was not recognised till 1855. The Act 
of 1862 opened up a new era in the history of joint stock 
companies. The Companies Acts, 1862-1907, have now been 
superseded by the Companies (Consolidation) Act, 1908, 
which came into force on the Ist April, 1909. This Act, 
however, made no material changes, but merely consolidated 
the previous sixteen statutes. Since 1908, several additional 
Acts have been passed, and the whole are now known as the 
Companies Acts, 1908 to 1917. 

Prohibition of Large Partnerships.—Companies not incor- 
porated are, in the eyes of the law, nothing more than private 
partnerships. No partnership consisting of more than ten 
persons can be formed to carry on the business of banking, 
and no partnership consisting of more than twenty persons 
can be formed for the purpose of carrying on any other busi- 


ness which has for its object the acquisition of gain, without 
being registered as a Company. 
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Difference between a Joint Stock Company and an Ordinary 
(Unlimited) Partnership.—(1) The individuality of the mem- 
bers who form a company is entirely lost in the personality 
of the company itself, which is regarded in law as a separate 
and distinct entity. Thus, a member of a company may 
enter into contracts with the company itself in the same 
manner as any other individual. 

(2) In a company, the creditors can only proceed against 
the property of the company in case of necessity, and ordin- 
arily there is no remedy beyond the amount of the fixed 
capital, which is, in fact, the total amount of the property 
of the legal person. In a partnership, the creditors may not 
only proceed against the property of the partnership, but also 
against the private property of each individual partner. 

(3) In a public company, shares may be transferred with- 
out the consent of the company, and without affecting its 
existence ; this is not possible in a partnership. 

(4) In the case of a limited company, the liability of each 
shareholder is limited to the amount unpaid on the shares 
which he holds; in a partnership, the members are liable 
jointly and severally for the whole of the debts of the 
firm. 

(5) In a partnership, the number of members must not 
exceed twenty, and in the case of a banking company, ten. 
In a limited company there is no such limit, except that 
there must not be less than seven persons in a public 
company, nor less than two in a private one. 

(6) In a partnership, each partner can take part in the 
management, and his actions are legally binding on the firm ; 
but in a company, the rights of management are restricted 
to a special body of shareholders called directors. 

(7) In a partnership, the rights of the members are regu- 
lated by the Deed of Partnership, and may be altered by 
mutual agreement. In a limited company, the powers of 
the company are governed by the Memorandum of Associa- 
tion, which cannot be altered except by consent of the Court ; 
and the powers of the directors are regulated by the Articles, 
which can only be altered by special resolution of the 
shareholders. 

(8) The law prescribes an annual audit for a limited 
company, but not for a partnership. 

(9) The capital of a private firm may be increased by addi- 
tions and by profits, or decreased by withdrawals and losses, 
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or altered by mutual agreement. The capital of a company 
is fixed by the Memorandum, is unaffected by trading profits 
or losses, and can only be increased or decreased in a special 
statutory manner. Z 

Mode of Forming a Company.—Any seven or more persons 
(or, where the company to be formed will be a private one 
within the meaning of the Act, any two or more persons) 
associated for any lawful purpose may, by subscribing their 
names to a Memorandum of Association, and otherwise com- 
plying with the requirements of the Act in respect of 
registration, form an incorporated company. 

Kinds of Companies.—There are three kinds of companies 
which may be constituted and incorporated under the 
Companies Acts— 

(1) Company Limited by Shares.—This is a company having 
the liability of its members limited by the Memorandum to 
the amount, if any, unpaid on the shares respectively held 
by them. Once the capital is fully paid up, there is no 
further liability resting on the shareholder. This class is 
sub-divided into public and private companies. 

(2) Company Limited by Guarantee.—This is a company 
having the liability of its members limited by the Memo- 
randum to such amount as the members may respectively 
thereby undertake to contribute to the assets of the company 
in the event of its being wound up. There are only a few 
companies of this class in existence. 

(3) Unlimited Company.—This is a company not having 
any limit on the hability of its members. Every shareholder 
is thus liable for the debts of the company as in an ordinary 
partnership. It possesses, however, two advantages: (a) 
The liability of each member ceases at the end of a year from 
the time he ceases to be a member; (5) the shares of the 
company are transferable. Such companies are now 
extremely rare, 

Number of Persons.—The legal minimum number of per- 
sons that can form a public joint stock company is seven, 
and a private company, two. The maximum number for a 
private company is fifty, and for a public company the 
Maximum can never exceed the number of shares, as each 
member must, by law, take not less than one share. If a 
company Carries on business for more than six months after 
the number of its members has been reduced below seven, 
or two, as the case may be, every member cognisant of the 
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fact is personally liable for the whole of the debts of the 
company contracted during that time. 

Public Company.—A public joint stock company is one 
which offers its shares to the public for subscription. 

One Man Company.—This is a term applied to a company 
in which almost the whole of the shares are held by one 
person, the remainder being allotted to six other persons in 
order to make up the statutory number. 

Private Company.—By Section 121 of the Companies Act, 
1908, as amended by the Companies Act, 1913, a private 
joint stock company is one which by: its articles— 

- (1) Restricts the right to transfer its shares ; 

(2) Limits the number of its members (exclusive of persons 
who are in the employment of the company and of 
persons who having been formerly in the employ- 
ment of the company, were, while in such employ- 
ment, and have continued after the determination of 
such employment, to be members of the company) 
to fifty ; 

(3) Prohibits any invitation to the public to subscribe for 
any shares or debentures of the company. 

The Act of 1913 further states that if a private company 
makes default in complying with any of the provisions of 
Section 121 of the 1908 Act, the company shall cease to be 
entitled to the privileges conferred on a private company, 
unless the court is satisfied that the failure to comply with 
the conditions was accidental, or due to inadvertence or 
some other sufficient cause. With the annual list and sum- 
mary, a private company must send to the Registrar a certi- 
ficate, signed by a director or the secretary, that the company 
has not, since the date of the last return, issued any invita- 
tion to the public to subscribe for any shares or debentures 
of the company; and where the list of members exceeds 
fifty, also a certificate so signed that such excess consists 
wholly of persons who are to be excluded in reckoning the 
number of fifty. 

Advantages of a Private Company— 

(1) The minimum number of members may be two instead 
of seven. (Section 2.) 

(2) It is not obliged to file a statement in lieu of 
prospectus. (Section 82.) 

(3) The restrictions put upon the commencement of 
business do not apply. (Section 87.) 
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(4) It is not required to file with the annual summary the 
prescribed financial statement in the form of a balance 
sheet. (Section 26.) 

(5) The restrictions placed on the allotment of shares 
(Section 85), and on the appointment of directors 
(Section 72), do not apply. 

(6) It is not obliged to forward to the members, or to file 
with the registrar of companies, the statutory report. 
(Section 65.) 

(7) Holders of preference shares and debentures in a 
private company have not the right of those in a 
public company to receive and inspect the balance 
sheets and the auditors’ reports. (Section 114.) 

Memorandum of a Company Limited by Shares.—The 
memorandum must state— 

(1) The name of the company, with “Limited” as the 
last word in its name. 

(2) The part of the United Kingdom, whether England, 
Scotland, or Ireland, in which the registered office of the 
company is to be situate. 

(3) The objects of the company. 

(4) That the liability of the members is limited. 

(5) The amount of the share capital with which the com- 
pany proposes to be registered, and the division thereof into 
shares of a fixed amount. 

No subscriber of the memorandum may take less than 
one share, and each subscriber must write opposite to his 
name the number of shares he takes. 

Memorandum of a Company Limited by Guarantee. The 
memorandum must state— 

(1) The name of the company, with “ Limited” as the 
last word in its name. 

(2) The part of the United Kingdom, whether England, 
Scotland, or Ireland, in which the registered office of the 
company is to be situate. 

(3) a he objects of the company. 

(4) That the liability of the members is limited. 

(5) That each member undertakes to contribute to the 
assets of the company in the event of its being wound up 
while he is a member, or within one year afterwards, for pay- 
ment of the debts and liabilities of the company contracted 
before he ceases to be a member, and of the costs, charges 
and expenses of winding up, and for adjustment of the rights 
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of the contributories among themselves, such amount as may 
be required, not exceeding a specified amount. 
If the company has a share capital— 

(1) The memorandum must also state the amount of share 
capital with which the company proposes to be registered, 
and the division thereof into shares of a fixed amount. 

(2) No subscriber of the memorandum may take less than 
one share. 

(3) Each subscriber must write opposite to his name the 
number of shares he takes. 

Memorandum of an Unlimited Company.—The memorandum 
must state— 

(1) The name of the company. 

(2) The part of the United Kingdom, whether England, 
Scotland, or Ireland, in which the registered office of the 
company is to be situate. 

(3) The objects of the company. 

If the company has a share capital— 

(1) No subscriber of the memorandum may take less than 
one share. 

(2) Each subscriber must write opposite to his name the 
number of shares he takes. 

Name of Company.—A company may not be registered by 
a name identical with that by which a company in existence 
is already registered, or so nearly resembling that name as 
to be calculated to deceive, except where the company in 
existence is in the course of being dissolved and signifies its 
consent in such manner as the registrar requires. If, how- 
ever, this should happen, through inadvertence or otherwise, 
the first-mentioned company may, with the consent of the 
registrar, change its name. 

The prefix “ Royal” or similar word may not be used 
without the written consent of the Home Secretary. 

Any company may, by special resolution and with the 
approval of the Board of Trade signified in writing, change its 
name. The registrar will enter the new name on the register 
in place of the former name, and issue a certificate of 
incorporation altered to meet the circumstances. 

Omission of ‘‘ Limited ’’ from Name of Company.—Where 
it is proved to the satisfaction of the Board of Trade that an 
association about to be formed as a limited company is to 
be formed for promoting commerce, art, science, religion, 
charity, or any other useful object, and intends to apply its 
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profits (if any) or other income in promoting its objects, and 
to prohibit the payment of any dividend to its members, the 
Board of Trade may by licence direct that the association 
be registered as a company with limited liability, without the 
addition of the word “ Limited” to its name. This licence 
may be granted on such conditions and subject to such 
regulations as the Board of Trade thinks fit, and may also 
be revoked by the Board of Trade. 

Objects of Company.—The objects of a company must be 
set forth with accuracy, as a company only exists for the 
purposes which are stated in its Memorandum of Association. 
Any act exceeding these powers is ultra vires, and, therefore, 
null and void. 

A company may, by special resolution, alter the pro- 
visions of its Memorandum with respect to the objects of 
the company, so far as may be required to enable it— - 

(1) To carry on its business more economically or 
efficiently ; or 

(2) To attain its main purpose by new or improved means ; 
or 

(3) To enlarge or change the local area of its operations ; 
or 

(4) To carry on some business which under existing circum- 
stances may conveniently or advantageously be combined 
with the business of the company; or 

(5) To restrict or abandon any of the objects specified in 
the Memorandum. 

The alteration, however, does not take effect until it has 
been confirmed wholly or in part by the Court, who will 
require it to be shown that the alteration is for the benefit of 
the company, and that the interests of all existing members 
and creditors are properly safeguarded. A printed copy of 
the Memorandum, as altered, must then be forwarded to the 
registrar of companies for him to register and certify. 

Articles of Association.—Companies which are limited by 
guarantee, and unlimited companies, must register articles 
of association along with the memorandum. But a company 
limited by shares may either register special articles or adopt 
Table A. An article is null and void in so far as it conflicts 
with the Memorandum of Association or with statute law. 
Any special resolution altering the articles must be printed 
and forwarded to the registrar of companies to record within 
fifteen days of its confirmation. Such special resolution must 
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also be embodied in or annexed to every copy of the articles 
issued subsequently. (See also ARTICLES.) 

Registration of Memorandum and Articles—The memo- 
randum and the articles (if any) must each bear a 10s. deed 
stamp, and must be signed by each subscriber in the pre- 
sence of at least one witness, who must attest the signature. 
They must then be forwarded to the registrar of companies 
for that part of the United Kingdom in which the registered 
office is stated by the memorandum to be situate; and he 
will retain and register them. Every company must send to 
each member, at his request, and on payment of Is. or such 
less sum as the company may prescribe, a copy of the 
memorandum and of the articles (if any) under penalty of 
a fine not exceeding f1. 

Registration Fees.—In addition to the deed stamp of 10s., 
registration stamps are necessary, in the case of a company 
having a share capital, according to the following scale— 


£ Ss. 
Where the nominal share capital does not exceed £2,000 2 0 


Where the nominal share capital exceeds £2,000, the 
following fees according to the amount of nominal 
share capital— 
For every £1,000 or part of £1,000 up to £5,000 .. lO) © 
For every £1,000 or part of £1,000 after the first 
£5,000 up to £100,000 oe 20 ag re 
For every £1,000 or part of £1,000 after the first 
£100,000 oc oe bz on ae ee Oneel nO 
For any increase of share capital after the first 
registration, the same fees per £1,000 or part of 
£1,000 as would have been payable if the increased 
share capital had formed part of the original share 
capital. 
No company to pay in respect of nominal share 
capital, on registration or afterwards, any greater 


da. 
0 


amount of fees than .. ate xe oe so eh OW 
For registering any document required or authorised 

by the Act to be registered .. a oc at. oe Sey 
For making a record of any fact required or authorised 

by the Act to be recorded by the registrar ca 0 F520 


There is also a Capital duty of 5s. per cent. imposed by the 
Finance Act, 1899. 

The fees payable on the first registration are generally 
included in the item “ Preliminary Expenses,’’ to which the 
student should refer for information as to their treatment. 

Certificate of Incorporation.—On the registration of the 
memorandum of a company, the registrar certifies under his 
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hand that the company is incorporated, and, in the case of 
a limited company, that the company is limited. From the 
date of incorporation mentioned in the certificate of incor- 
poration, the subscribers of the memorandum, together with 
such other persons as may from time to time become 
members of the company, form a body corporate by the 
name contained in the memorandum, capable forthwith of 
exercising all the functions of an incorporated company, and 
having perpetual succession and a common seal, with power 
to hold lands, and with such liability on the part of the 
members to contribute to the assets of the company, in the 
event of its being wound up, as is mentioned in the Act. 

The certificate of incorporation given by the registrar in 
respect of any association is conclusive evidence that all the 
requirements of the Act in respect of registration, and of all 
matters precedent and incidental thereto, have been com- 
plied with, and that the association is a company authorised 
to be registered and duly registered under the Act. If the 
company is a private one, it is at liberty to commence busi- 
ness forthwith; but a public company cannot proceed 
further than the issue of its prospectus inviting the public to 
apply for its shares. 

Prospectus.—This is a document issued by public com- 
panies inviting the public to subscribe or purchase shares 
or debentures of the company. At the foot of the pro- 
spectus there is generally an application form to be filled up 
by persons wishing to obtain shares. Every prospectus 
issued by or on behalf of a company, or in relation to any 
intended company, must be dated, and such date will, unless 
the contrary be proved, be taken as the date of publication 
of the prospectus. A copy of every such prospectus, signed 
by every person who is named therein as a director or pro- 
posed director of the company, or by his agent authorised in 
writing, must be filed for registration with the registrar of 
Joint stock companies on or before the date of its publication, 
and no such prospectus must be issued until a copy of it 
has been so filed for registration. Every prospectus must 
state on the face of it that a copy has been filed for 
registration. (See also under PROSPECTUS.) 

Statement in Lieu of Prospectus.—A company which does 
not issue a prospectus on or with reference to its formation, 
must not allot any of its shares or debentures unless before 
the first allotment of either shares or debentures there has 
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been filed with the registrar of companies a ‘“‘ Statement in 
Lieu of Prospectus,” signed by every person who is named 
therein as a director or proposed director of the company, 
or by his agent authorised in writing, in the form and con- 
taining the particulars set out in the second schedule of the 
Act. This does not apply to a private company. A com- 
pany must not previously to the statutory meeting vary the 
terms of a contract referred to in the prospectus or state- 
ment in lieu of prospectus, except subject to the approval of 
the statutory meeting. (See also under STATEMENT.) 

Directors and Restrictions on their Appointment.—The 
directors of a company are those persons who are elected by 
the shareholders to conduct and manage its business. Col- 
lectively they form the Board of Directors, and their powers 
are conferred, defined, and regulated by the Memorandum 
and Articles of Association. By Section 72, no person is 
capable of being appointed a director of a company by the 
Articles, or named as a director or proposed director of a 
company in any prospectus issued by or on behalf of the 
company, or in any statement in lieu of prospectus filed by 
or on behalf of a company, unless he has previously by 
himself or by his agent authorised in writing— 

(1) Signed and filed with the registrar of companies a 
consent in writing to act as such director; and 

(2) Either signed the Memorandum for a number of shares 
not less than his qualification (if any), or signed and filed 
with the registrar a contract in writing to take from the 
company and pay for his qualification shares (if any). 

On the application for registration of the memorandum 
and articles of a company, the applicant must deliver to the 
registrar a list of the persons who have consented to be 
directors of the company. This section does not apply to a 
private company. A director must obtain his qualification 
shares within two months (or such shorter term as the 
articles may fix) of his appointment, or vacate the office. 
The acts of a director or manager are valid, notwithstanding 
any defect afterwards discovered in his appointment or 
qualification. 

Allotment of Shares and Restrictions on Allotment.—Allot- 
ment signifies the distributing of the shares in response to 
the applications made for them, or in pursuance of contracts 
agreeing to take them. A Letter of Allotment is sent to each 
allottee informing him of the numbers of the shares allotted 
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to him. The letter requires a 1d. stamp when the amount 
is less than £5, while for larger amounts the duty is 6d. An 
application for shares is an offer to contract, and the posting 
of the Letter of Allotment is an acceptance of such offer. 

Section 85 of the Act provides— 

(1) No allotment must be made of any share capital offered 
to the public for subscription, unless the following conditions 
have been complied with, namely— 

(2) The amount (if any) fixed by the memorandum or 
articles and named in the prospectus as the minimum 
subscription upon which the directors may proceed 
to allotment ; or 

(b) If no amount is so fixed and named, then the whole 
amount of the share capital so offered for subscription, 

has been subscribed, and the sum payable on application for 
the amount so fixed and named, or for the whole amount 
offered for subscription, has been paid to and received by 
the company. 

(2) The amount so fixed and named and the whole amount 
aforesaid must be reckoned exclusively of any amount pay- 
able otherwise than in cash, and is in the Act referred to as 
the “ minimum subscription.’’ 

(3) The amount payable on application on each share must 
not be less than 5 per cent. of the nominal amount of the share. 

(4) If the conditions aforesaid have not been complied with 
on the expiration of forty days after the first issue of the 
prospectus, all money received from applicants for shares 
must be forthwith repaid to them. 

(5) Any condition requiring or binding an applicant to 
waive compliance with any requirement of this section is void. 

(6) This section, except Sub-section 3, does not apply to 
any allotment of shares subsequent to the first allotment of 
shares offered to the public for subscription. 

(7) In the case of the first allotment of share capital pay- 
able in cash of a company which does not issue any invita- 
tion to the public to subscribe for its shares, no allotment 
ee be made unless the minimum subscription (that is to 
say)— 

(¢) The amount (if any) fixed by the memorandum or 
articles and named in the statement in lieu of pro- 
spectus as the minimum subscription upon which the 
directors may proceed to allotment ; or 

(0) If no amount is so fixed and named, then the whole 
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amount of the share capital other than that issued 
or agreed to be issued as fully or partly paid up 
otherwise than in cash, 
has been subscribed and an amount not less than 5 per cent. 
of the nominal amount of each share payable in cash has 
been paid te and received by the company. This sub-section 
does not apply to a private company. 

Restrictions on Commencement of Business.—By Section 87, 
a company must not commence any business or exercise any 
borrowing powers unless— 

(2) Shares held subject to the payment of the whole amount 
thereof in cash have been allotted to an amount not less in 
the whole than the minimum subscription ; and 

(0) Every director of the company has paid to the company 
on each of the shares taken or contracted to be taken by him, 
and for which he is liable to pay in cash, a proportion equal 
to the proportion payable on application and allotment on 
the shares offered for public subscription, or in the case of 
a company which does not issue a prospectus inviting the 
public to subscribe for its shares, on the shares payable in 
cash ; and 

(c) There has been filed with the registrar of companies a 
statutory declaration by the secretary or one of the directors, 
in the prescribed form, that the aforesaid conditions have 
been complied with; and 

(d) In the case of a company which does not issue a pro- 
spectus inviting the public to subscribe for its shares, there 
has been filed with the registrar of companies a statement in 
lieu of prospectus. 

On the filing of the statutory declaration, and the state- 
ment in lieu of prospectus where necessary, the registrar of 
companies issues a certificate that the Company is entitled 
to commence business. This section does not apply to a 
private company. 

Return as to Allotments.—By Section 88, whenever a com- 
pany limited by shares makes any allotment of its shares, 
the company must within one month thereafter file with the 
registrar of companies— 

(a2) A return of the allotments, stating the number and 
nominal amount of the shares comprised in the allotment, 
the names, addresses, and descriptions of the allottees, and 
the amount (if any) paid or due and payable on each share ; 
and 
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(b) In the case of shares allotted as fully or partly paid up 
otherwise than in cash, a contract in writing constituting the 
title of the allottee to the allotment together with any con- 
tract of sale, or for services or other consideration in respect 
of which that allotment was made, such contracts being duly 
stamped, and a return stating the number and nominal 
amount of shares so allotted, the extent to which they are to 
be treated as paid up, and the consideration for which they 
have been allotted. 

Certificates of Shares or Stock.—Every company must, 
within two months after the allotment of any of its shares, 
debentures, or debenture stock, and within two months after 
the registration of the transfer of any such shares, debentures, 
or debenture stock, complete and have ready for delivery the 
certificates of all shares, the debentures, and the certificates 
of all debenture stock allotted or transferred, unless the con- 
ditions of issue of the shares, debentures, or debenture stock 
otherwise provide. A certificate, under the common seal of 
the company, specifying any shares or stock held by any 
member is prima facie evidence of the title of the member to 
the shares or stock. The certificates are issued in exchange 
for the allotment letters and the bankers’ receipts for money 
paid on application and allotment. 

Nature of Shares and of Money Due on Them.—tThe shares 
or other interest of any member in a company are personal 
estate, transferable in the manner provided by the articles 
of the company. Each share in a company having a share 
capital must be distinguished. by its appropriate number. 
A company cannot purchase its own shares. Any money 
due from a member to the company in respect of his shares 
is of the nature of a specialty debt, that is, recoverable any 
time within twenty years. 

_ Transfer of Shares.—Unless the articles restrict or forbid 
it, shares are transferable either by deed or by an instrument 
In writing signed by the transferor and the transferee, and 
such transfer must be sent to the company’s office for registra- 
tion. The transferee then has the right to have his name 
entered on the register of members as the holder of the shares. 
Any transfer of the shares of a deceased member by his per- 
sonal representative—executor or administrator—or by the 
trustee in bankruptcy is valid. Companies generally charge 
a fee of 2s. 6d. for registering transfers. These fees are posted 
to a separate account under the heading of “ Transfer Fees,’’ 
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and treated as a profit in the company’s annual accounts. 
When partly paid shares are transferred, the transferor is 
still liable for the amount due on them within a period of 
one year from the time at which he ceased to be a member ; 
that is, if the transferee fails to pay the amount. 

Unlimited Liability of Directors.—In a limited company 
the liability of the directors or managers, or of the managing 
director, may, if so provided by the memorandum, be 
unlimited. A limited company, if so authorised by its 
Articles, may, by special resolution, alter its memorandum 
so as to render unlimited the liability of its directors, or 
managers, or of any managing director. A copy of the 
resolution must be embodied in or annexed to every copy 
of the memorandum issued subsequently. 

Office, Seal, and Name of Company.—Every company must 
have a registered office to which all communications and 
notices may be addressed. Notice of the situation of the 
registered office, and of any change therein, must be given 
to the registrar of companies. 

Every company must also possess a common seal, which 
must be used for the authentication of all important 
documents. 

By Section 63 of the Act, every Limited Company must— 

(a) Paint or affix, and keep painted or affixed, its name 
on the outside of every office or place in which its 
business is carried on, in a conspicuous position, in 
letters easily legible ; 

(0) Have its name engraven in legible characters on its 
seal ; 

(c) Have its name mentioned in legible characters in all 
notices, advertisements, and other official publica- 
tions of the company, and in all bills of exchange, 
promissory notes, indorsements, cheques, and orders 
for money or goods purporting to be signed by or on 
behalf of the Company, and in all bills of parcels, 
invoices, receipts, and letters of credit of the Company. 

Meetings—Annual General Meeting.—A general meeting of 
every company must be held once at least in every calendar 
year, and not more than fifteen months after the holding of 
the last preceding general meeting. If default is made in 
holding such a meeting, the Court may, on the application of 
any member, call or direct the calling of a general meeting 
of the company. 
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Statutory Meeting and Statutory Report.—By Section 65 of 
the Act, every company limited by shares and registered on 
or after the Ist day of January, 1901, must, within a period 
of not less than one month nor more than three months from 
the date at which the company is entitled to commence busi- 
ness, hold a general meeting of the members of the company 
which is to be called the Statutory Meeting. The directors 
must, at least seven days before the day on which the meeting 
is held, forward a report (in the Act called the Statutory 
Report) to every member of the Company and to every other 
person entitled under the Act to receive it. The Statutory 
Report must be certified by not less than two directors of 
the company, or where there are less than two directors, by 
the sole director and manager, and must state— 

(a) The total number of shares allotted, distinguishing 
shares allotted as fully or partly paid otherwise than in cash, 
and state in the case of shares partly paid up the extent to 
which they are so paid up, and in either case the consideration 
for which they have been allotted ; 

(0) The total amount of cash received by the company in 
respect of all the shares allotted, distinguishing as aforesaid ; 

(c) An abstract of the receipts of the company on account 
of its capital, whether from shares or debentures, and of the 
payments made thereout, up to a date within seven days of 
the date of the Report, exhibiting under distinctive headings 
the receipts of the company from shares and debentures and 
other sources, the payments made thereout, and particulars 
concerning the balance remaining in hand, and an account or 
estimate of the preliminary expenses of the company ; 

(d) The names, addresses, and descriptions of the directors, 
auditors (if any), managers (if any), and secretary of the 
company ; and 

(e) Particulars of any contract, the modification of which 
is to be submitted to the meeting for its approval, together 
with the particulars of the’ modification or proposed 
modification. 

A copy of the Statutory Report must be filed with the 
registrar of companies. The provisions as to the forwarding 
and filing of the Statutory Report do not apply to a private 
company. 

Extraordinary General Meeting.—Notwithstanding any- 
thing in the articles of a company, the directors of a 
company must, on the requisition of the holders of not less 
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than one-tenth of the issued share capital of the company 
upon which all calls or other sums then due have been paid, 
forthwith proceed to convene an extraordinary general 
meeting of the-company. If the directors do not within 
twenty-one days proceed to do this, the requisitionists, or a 
majority of them in value, may themselves convene the 
meeting. 

Provisions as to Meetings and Votes.—In default of, and 
subject to, any regulations in the articles— 

(1) A meeting of a company may be called by seven days’ 
notice in writing, served on every member in the manner in 
which notices are required to be served by Table A. 

(2) Five members may call a meeting. 

(3) Any person elected by the members present at a 
meeting may be chairman thereof. 

(4) Every member shall have one vote. 

Resolutions.—An Ordinary Resolution is one that is decided 
by a bare majority of the members. An Extraordinary 
Resolution is one that has been passed by a majority of not 
less than three-fourths of such members entitled to vote as 
are present in person or by proxy (where proxies are allowed) 
at a general meeting of which notice specifying the intention 
to propose the resolution as an extraordinary resolution has 
been duly given. A Proxy is a written nomination of a 
person to vote on behalf of an absent member. A Special 
Resolution is one that has been— 

(a) Passed in the manner required for the passing of an 
extraordinary resolution; and 

(6) Confirmed by a majority of such members entitled to 
vote as are present in person or by proxy (where proxies are 
allowed) at a subsequent general meeting, of which notice 
has been duly given, and held after an interval of not less 
than fourteen days, nor more than one month, from the date 
of the first meeting. 

A declaration of the chairman that the resolution is carried 
is, unless a poll is demanded, conclusive evidence of the fact. 
A poll may be demanded by three to five persons (according 
* to the articles). In computing the majority on the poll, 
reference must be had to the number of votes to which each 
member is entitled by the articles. 

Registration of Resolutions.—A copy of every special and 
extraordinary resolution must within fifteen days of the 
confirmation of the special resolution, or from the passing of 
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the extraordinary resolution, as the case may be, be printed 
and forwarded to the registrar of companies to record the 
same. Where articles have been registered, a copy of every 
special resolution for the time being in force must be embodied 
in or annexed to every copy of the articles issued after the 
confirmation of the resolution. Where articles have not been 
registered, a copy of every special resolution must be for- 
warded in print to any member at his request, on payment 
of a fee not exceeding Is. 

Different Amounts Payable on Shares.—A company, if so 
authorised by its articles, may— 

(1) Make arrangements on the issue of shares for a differ- 
ence between the shareholders in the amounts and times of 
payment of calls on their shares ; 

(2) Accept from any member who assents thereto the 
whole or a part of the amount remaining unpaid on any 
shares held by him, although no part of that amount has 
been called up ; 

(3) Pay dividend in proportion to the amount paid up on 
each share where a larger amount is paid up on some shares 
than on others. 

Alteration of Share Capital—aA company limited by shares, 
if so authorised by its articles, may alter the conditions of its 
Memorandum, that is to say, it may— 

(a) Increase its share capital by the issue of new shares of 
such amount as it thinks expedient ; 

(0) Consolidate and divide all or any of its share capital 
into shares of larger amount than its existing shares ; 

(c) Convert all or any of its paid-up shares into stock, and 
re-convert that stock into paid-up shares of any denomination ; 

(d) By special resolution, subdivide its shares, or any of 
them, into shares of smaller amount than is fixed by the 
Memorandum, so, however, that in the subdivision the pro- 
portion between the amount paid and the amount, if any, 
unpaid on each reduced share shall be the same as it was in 
the case of the share from which the reduced share is 
derived ; 

(e) Cancel shares which, at the date of the passing of the 
resolution in that behalf, have not been taken or agreed to 
be taken by any person, and diminish the amount of its share 
capital by the amount of the shares so cancelled. 

Every copy of the memorandum issued subsequently must 
be in accordance with the alteration. Notice of any such 
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increase, consolidation, division, conversion, or re-conversion 
must be given to the registrar of companies. 

Reorganisation of Share Capital—A company limited by 
shares may, by special resolution confirmed by an order of 
the Court, modify the conditions contained in its memo- 
randum so as to reorganise its share capital, whether by the 
consolidaticn of shares of different classes or by the division 
of its shares into shares of different classes. An office copy 
of any such order must be filed with the registrar of companies 
before the resolution can take effect. 

Reduction of Share Capital—(See under REDUCTION.) 

Reserve Liability of Limited Company.—A limited company 
may by special resolution determine that any portion of its 
share capital whicly has not already been called up shall not 
be capable of being called up, except in the event and for the 
purposes of the company being wound up. The object of 
this is to increase the financial stability of the company by 
having large capital reserves. 

Mortgages, Charges, etc.—By Section 93 of the Act; every 
mortgage or charge created after the first day of July, 1908, 
by a company registered in England or Ireland and being 
either— 


(a) A mortgage or charge for the purpose of securing any 
issue of debentures ; or 
(b) A mortgage or charge on uncalled share capital of the 
company; or 
(c) A mortgage or charge created or evidenced by an 
instrument which, if executed by an individual, 
would require registration as a bill of sale; or 
(ad) A mortgage or charge on any land, wherever situate, 
or any interest therein; or 
(ec) A mortgage or charge on any book debts of the 
company; or 
(f) A floating charge on the undertaking or property of 
the company, 
shall, so far as any security on the company’s property is 
thereby conferred, be void against the liquidator and any 
creditor of the company, unless the prescribed particulars of 
the mortgage or charge, together with the instrument (if 
any) by which the mortgage or charge is created or evidenced, 
are delivered to or received by the registrar of companies 
for registration in the manner required by the Act within 
twenty-one days after the date of its creation. 
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The registrar shall keep, with respect to each company, a 
register in the prescribed form of all the mortgages and 
charges created by the company after the first day of July, 
1908, and requiring registration under this section, and shall, 
on payment of the prescribed fee, enter in the register with 
respect to every such mortgage or charge, the date of 
creation, the amount secured by it, short particulars of the 
property mortgaged or charged, and the names of the mort- 
gagees or persons entitled to the charge. The register shall 
be open to inspection by any person on payment of a fee 
not exceeding Is. for each inspection. 

The registrar shall give a certificate under his hand of the 
registration of any mortgage or charge registered in pur- 
suance of this section, stating the amount thereby secured. 
The company shall cause a copy of every certificate of 
registration to be endorsed on every debenture or certificate 
of debenture stock which is issued by the company, and the 
payment of which is secured by the mortgage or charge so 
registered. 

It shall be the duty of the company to send to the registrar 
for registration the particulars of every mortgage or charge 
created by the company, and of the issues of debentures of a 
series, requiring registration under this section. Every com- 
pany must keep a copy of every such instrument, and a copy 
of one such debenture, at its registered office. ; 

Perpetual Debentures.——A condition contained in any 
debentures, or in any deed for securing any debentures, is 
not invalid by reason only that thereby the debentures are 
made irredeemable or redeemable only on the happening of 
a contingency, however remote, or on the expiration of a 
period, however long. 

Power to Re-issue Redeemed Debentures.—Where a com- 
pany has redeemed any debentures previously issued, the 
company, unless the articles or conditions of issue expressly 
otherwise forbid, has power to keep the debentures alive for 
the purposes of re-issue, and may either re-issue the same 
debentures or issue others in their place. Where a company 
has deposited any of its debentures to secure advances from 
time to time on current account or otherwise, the debentures 
are not deemed to have been redeemed by reason only of the 
account of the company having ceased to be in debit whilst 
the debentures remained so deposited. 

Trust Deed.—The property of the company comprised in 
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the charge is frequently conveyed by way of mortgage to a 
trustee or trustees for the debenture holders. Such an 
instrument is called a “trust deed,” and reference to such 
ust deed and conditions is made on every debenture covered 

y it. 

Floating Charge.—If the property mortgaged consists of 
assets other than freeholds and leaseholds, such as stock, 
book debts, etc., it is usual to make it subject to what is 
called a “floating charge.” This enables the company to 
deal with its movable property in the ordinary course of 
business, which it could not otherwise do. A floating charge 
attaches to the assets in the varying condition they may 
happen to be from time to time, and remains dormant all the 
while the company is a going concern, or until after default 
in payment of interest. 

Rights of a Debenture Holder.—A debenture holder who 
has a charge upon the company’s property may— 

(i) Sue for repayment of the principal and any interest 
which is owing ; 
(2) Present a winding-up petition against the company ; 

(3) Prove for the debt in the winding-up ; 

(4) Appoint a receiver. 

The last right is the one most frequently exercised; for a 
company may be only temporarily embarrassed, and a little 
careful management may lift it out of its difficulties. 

Underwriting, Commissions, and Discounts.x—Underwriting 
is a kind of insurance against the risk that shares or 
debentures offered to the public for subscription may not be 
taken up, the underwriters guaranteeing to take up those 
shares or debentures for which the public fail to subscribe. 
In return for this they are paid a commission either in cash 
or fully-paid shares. An agreement to place shares, however, 
is not an underwriting agreement. By Section 89 of the Act, 
it is lawful for a company to pay a commission to any person 
in consideration of his subscribing or agreeing to subscribe, 
whether absolutely or conditionally, for any shares in the 
company, or procuring or agreeing to procure subscriptions, 
whether absolutely or conditionally, for any shares in the 
company, if the payment of the commission is authorised by 
the articles, and the commission paid or agreed to be paid 
does not exceed the amount or rate so authorised, and if the 
amount or rate per cent. of the commission paid or agreed 
to be paid is— 
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(2) In the case of shares offered to the public for 
subscription, disclosed in the prospectus ; or 

(b) In the case of shares not offered to the public for sub- 
scription, disclosed in the statement in lieu of prospectus, or 
in a statement in the prescribed form signed in like manner 
as a statement in lieu of prospectus and filed with the 
registrar of companies, and, where a circular or notice, not 
being a prospectus, inviting subscription for the shares is 
issued, also disclosed in that circular or notice. 

Where a company has paid any sums by way of commis- 
sion in respect of any shares or debentures, or allowed any 
sums by way of discount in respect of any debentures, the 
total amount so paid or allowed, or so much thereof as has 
not been written off, must be stated in every balance sheet 
of the company until the whole amount has been written off. 

Payment of Interest out of Capital—(See under INTEREST.) 

Audit and Auditors’ Reports.—Every company must have 
an annual audit, and the auditors must make a report to 
the shareholders on the accounts and on the balance sheet, 
and the report and balance sheet must be laid before the 
company in general meeting. Any shareholder is entitled 
to be furnished with a copy of the balance sheet and 
auditors’ report at a charge not exceeding 6d. for every 
hundred words. By Section 114 of the Act, holders of pre- 
ference shares and debentures of a company have the same 
right to receive and inspect the balance sheets of the com- 
pany and the reports of the auditors and other reports as is 
possessed by the holders of ordinary shares in the company. 
This Section does not apply to a private company. (See also 
under AUDIT.) 

Companies Established Outside the United Kingdom, —Every 
company incorporated outside the United Kingdom which 
establishes a place of business within the United Kingdom 
must within one month from the establishment of the place 
of business file with the registrar of companies— 

(a) A certified copy of the charter, statutes, or memo- 
randum and articles of the company, or other instru- 
ment constituting or defining the constitution of the 
company, and, if the instrument is not written in 
the English language, a certified translation thereof ; 

(6) A list of the directors of the company ; 

(c) The names and addresses of some one or more persons 
resident in the United Kingdom authorised to accept 
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on behalf of the company service of process and any 

notices required to be served on the company ; 
and in the event of any alteration being made in any such 
instrument or in the directors or in the names or addresses 
of any such persons as authorised, the company must within 
the prescribed time file with the registrar a notice of the 
alteration. Every such company must file with the registrar 
sie year the prescribed statement in the form of a balance 
sheet. 

Winding-up of a Company.—(See under WINDING-UP.) 

Share Capital.—Capital is the money subscribed by the 
shareholders for the purposes of the company. 

Nominal Capital is the amount stated in the memorandum 
of association. The capital possessed by a company may be 
only a portion of its capital, not necessarily the whole of it. 
The full amount of the company’s capital exists very often 
only in name, hence the use of the term to indicate such 
capital. ; 

Authorised Capital is the amount stated in the memorandum 
of association. The memorandum is looked upon as the 
charter which authorises the existence and acts of the 
company, hence the application of the word to its capital. 

Registered Capital is the amount stated in the memorandum 
of association. This memorandum has to be registered by 
the registrar of joint stock companies, and this fact accounts 
for the use of the term with reference to the company’s capital. 

Issued and Subscribed Capital.-- Issued Capital is the capital 
represented by the number of shares that have been issued to 
the public for cash, and to the vendors as fully or partly paid. 
A company frequently issues only a part of its shares, hence 
the use of the term Issued Capital to denote the part so issued. 
Each person, however, who applies for shares must subscribe 
(sign his name to) a form promising to pay the full value of 
the shares issued to him, hence the use of the term Subscribed 
Capital to denote that portion of the Issued Capital which 
is payable in cash. 

Called-up Capital is the amount of money called up on the 
shares actually subscribed. A company does not necessarily 
require the full amount at once on the shares it has issued, 
and, therefore, calls up only such as it needs ; hence the use 
of the term. 

Paid-up Capital is the amount of the called-up capital that 
has actually been paid up by the shareholders, some of whom 
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sometimes fail to pay the sums due from them when a call is 
made, the amounts thus owing being known as Calls in 
Arrear or Calls Unpaid. It also includes the amount of the 
shares issued as fully or partly paid to the vendor and others. 

Uncalled Capital is the amount of the capital remaining 
uncalled on the shares actually issued to the public and to 
the vendors and others. 

Reserve Capital is the amount of the authorised capital 
which has not been issued. It thus acts as a reserve, hence 
the use of the term. 

Example.—A Company was formed with a capital of 
£200,000, in shares of £1 each, and duly incorporated. It 
issued to the vendors 30,000 shares of £1 each as fully paid, 
in part payment of the purchase consideration. It also 
offered to the public 100,000 shares, payable 2s. 6d. per share 
on application, 2s. 6d. per share on allotment, 5s. per share 
one month later, and the balance as and when required. 
All the money was duly received with the exception of the 
call of 5s. on 200 shares. 

In this case the capital would be termed as under— 


Nominal Capital : 
Authorised Capital 200,000 
Registered Capital 

Issued Capital ae a as a -- .130;000 
Subscribed Capital .. a Sis 0 -. 100,000 
Called-up Capital oe fr an we 5A 50,000 
Paid-up Capital ae ve ae Si a 49,950 
Uncalled Capital sr Ac ae oie ae 50,000 
Reserve Capital aa re ae oe a 70,000 


Classes of Shares.—A share is the individual portion of the 
joint stock company’s capital owned by a shareholder. Shares 
are divided into different classes according to their respective 
rights. 

Ordinary Shares are those which have no special or particular 
rights, but merely the ordinary right of every shareholder, 
as such, to participate in the profits. 

Preferred Ordinary Shares are those which have a right to 
a fixed dividend after the payment of dividend to the 
preference shareholders. 

Deferred Ordinary Shares are those which rank for dividend 
after the preferred ordinary shares, and which are often 
entitled to a substantial portion of the profits then remaining. 

Preference Shares are those which have a prior claim on 
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any profits available for dividend. They may also have a 
prior claim to repayment of capital in the event of a winding- 
up. The preference dividend, however, is only payable in 
any year provided there are sufficient profits available to pay 
it; otherwise it is lost for good. 

Cumulative Preference Shares are those on which the fixed 
dividend accumulates until it is all paid, the arrears of any 
one year being carried forward as a charge upon the sub- 
sequent year’s profits. There is, however, no obligation to 
pay until there are sufficient profits available. The arrears 
are, therefore, shown on the balance sheet as a contingent 
liability only. Unless the articles expressly stipulate other- 
wise, Preference Shares are always cumulative. 

Deferred, Founders, or Management Shares.—These are 
shares which have to wait for their dividend until all other 
classes of shares have participated in the profits. They are 
often taken by the founders or promoters of the company, 
and sometimes by the vendors. They are generally entitled 
to the whole or a very large portion of the surplus profits 
after payment of all prior claims. 

Difference between Shares and Stock.—Shares are transfer- 
able only in their entirety. In order to make them trans- 
ferable in smaller amounts, they are frequently converted 
into stock. Stock is transferable in fractional parts of a 
pound. Shares may be only partly paid, but stock must 
always be fully paid. 

Debentures are loans to limited companies bearing a fixed 
rate of interest, the principal being either repayable after a 
certain number of years, or irredeemable during the existence 
of the company. Irredeemable debentures are mostly issued 
in the case of railway and other big companies. 

Simple or Naked Debentures are those where no security 
is given for payment of interest or repayment of principal. 

Mortgage Debentures are those which are secured on the 
company’s property, giving a charge either upon the whole 
or a portion of the assets. 

Floating Debentures are those which are secured by a 
floating charge on the company’s property. 

Debentures are also classified as— 

(1) Debentures to Bearer, that is, debentures payable to 
bearer, with or without power for the bearer to have them 
placed on a register or to have them at any time withdrawn 
from it. These are transferable by simple delivery. 
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(2) Registered Debentures, that is, debentures payable to 
a registered holder, with or without interest coupons payable 
to bearer. Any transfer of these must be registered with the 
company. 

Difference between Debentures and Debenture Stock.— 
Debenture Stock is borrowed moneys consolidated into one 
sum for the sake of convenience. Debentures need not be 
fully paid; debenture stock must always be fully paid. 
Debenture bonds are transferable only in their entirety ; 
debenture stock is transferable in multiples of a pound. 

Debenture Interest is the interest payable yearly or half 
yearly on the money borrowed. 

Difference between a Shareholder and a Debenture Holder.— 
A shareholder is an inside person, a partner in the company ; 
a debenture holder is an outside person, merely a loan creditor. 
A shareholder shares in the profits, getting a dividend on the 
money he has invested ; a debenture holder receives interest 
on the money he has lent, charged against the profits as a 
working expense. 

Books which a Limited Company is Required by Law to 
Keep.—The statutory books and documents are— 

(1) Register of Members (Share Ledger)——This must 
contain the following particulars— 


(a) The names and addresses, and the occupations (if any), 
of the members, and in the case of a company having 
a share capital a statement of the shares held by each 
member, distinguishing each share by its number, and 
of the amount paid or agreed to be considered as paid 
on the shares of each member ; 

(6) The date at which each person was entered in the 

register as a member ; 

(c) The date at which any person ceased to be a member. 
No trusts, however, are to be entered on the register. The 
register must be kept at the registered office of the company, 
and must, for not less than two hours each day, be open to 
the inspection of any member gratis, and to the inspection of 
any other person on payment of a fee not exceeding Is. Any 
member or other person may require a copy of the register, 
or of any part of it, or of the list and summary required by 
the Act, or any part of it, on payment of the prescribed fee. 
A company may, on giving notice by advertisement in some 
paper circulating in the district in which the registered office 
is situate, close the register for any time or times not 
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exceeding in the whole thirty days in each year. The Court 
has power to rectify the register in the case of mistakes or 
omissions. The Register of Members is primd facie evidence 
of any matters directed or authorised by the Act to be 
inserted therein. A joint stock company whose objects 
comprise the transaction of business in a colony (including 
British India and Australia) may, if so authorised by its 
articles, keep a branch register of members in that colony, 
and such Colonial Register is deemed to be part of its 
principal register. A copy of each entry must be trans- 
mitted to the registered office in order that a duplicate of 
such register may be kept there. 

(2) Register of Directors and Managers.—Every company 
must keep at its registered office a register containing the 
names and addresses and the occupations of its directors or 
managers, and send to the registrar of companies a copy 
thereof, and from time to time notify to the registrar any 
change among its directors or managers. 

(3) Register of Mortgages and Charges.—In this must be 
entered all mortgages and charges specifically affecting pro- 
perty of the company, giving in each case a short description 
of the property mortgaged or charged, the amount of the 
mortgage or charge, and (except in the case of securities to 
bearer) the names of the mortgagees or persons entitled 
thereto. This register, and also the copies of instruments 
creating any mortgage or charge requiring registration under 
the Act, must be open at all reasonable times to the inspec- 
tion of any creditor or member of the company without fee, 
and of any other person on payment of a fee not exceeding Is. 

(4) Register of Debenture Holders.—This is implied by 
Section 102 of the Act, which requires every register of 
debenture holders of a company, except when closed in 
accordance with the articles (not exceeding thirty days in 
any year), to be open to the inspection of the registered 
holder of any such debentures, and of any holder of shares 
in the company, for not less than two hours in each day. 
Every such holder may, on payment of the prescribed fee, 
require a copy of the register or any part of it, or a copy of 
any trust deed for securing any issue of debentures. 

(5) Minute Book.—Every company must cause minutes of 
all proceedings of general meetings and (where there are 
directors or managers) of the meetings of its directors or 
managers to be entered in books kept for that purpose. Any 
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such minute if purporting to be signed by the chairman of 
the meeting at which the proceedings were had, or by the 
chairman of the next succeeding meeting, is evidence of the 
proceedings. 

(6) Annual List of Members, Summary of Share Capital, 
and Statement in Form of Balance Sheet.—(See under 
ANNUAL SUMMARY.) 

I. Shares and Debentures Payable in Full.—Shares and 
debentures may be issued payable in full at once. In these 
cases, separate accounts are opened for each class of share- 
holders and debenture holders, and for each kind of share 
capital and debentures. 

Shares and Debentures at Par.—Shares and debentures 
may be issued at par, that is, at a price equal to their nominal 
value, as, for instance, a {1 share for £1, or a £100 debenture 
bond for £100. 

Example 1.—A Limited Company issued at par 100,000 Pre- 
ference Shares of £1 each, and £50,000 6 per cent. “A” 
Debentures in bonds of £100 each, which were all subscribed 
and fully paid up. Make the necessary Journal, Cash Book, 
and Ledger entries, and show also the Trial Balance and 
Balance Sheet. 


JOURNAL. Dr. Cr. 
Preference Shareholders. . . «|| 100,000 
To Preference Share Capital . . 100,000 
100,000 shares of £1 each. 
Debenture Holders aa .-|| 50,000 
To6% “A Debentures .. 50,000 


500 bonds of £100 each. 


Dr. CASH BOOK. 
Receipts. Bank. 
To Preference Shareholders. . . -|| 100,000 
,, Debenture Holders ee .-|| 50,000 
- 150,000 | 
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LEDGER. 
Dy. PREFERENCE SHAREHOLDERS. Cr. 
To Pref.Sh.Cap.|] 100,000 | By Cash.. ..|/ 100,000 
Dy. DEBENTURE HOLDERS. Cr. 
To Debentures |} 50,000 By Cashin 0,00 
Dr. PREFERENCE SHARE CAPITAL. Cr. 
| | | By Pref. S’hdrs.|} 100,000 | 
Dr. 6 PER CENT. “A”? DEBENTURES. Cr. 
| | By Deb. Holdrs.|} 50,000 
TRIAL BALANCE. Dr. Cr. 
Preference Share Capital 100,000 
Debentures e = 50,000 
Cash at Bank .. 150,000 
150,000 150,000 
7 Pera ey re Se eaiineiaeniaminniemdamedaiemeatiane 
BALANCE SHEET. 
Capital and Liabilities. | Property and Assets. | 
Preference Share Capitai :— | Cash at Bank oe. + «|| 150,000 
100,000 Shares of £1 each ..| 100,coo 
6% “A” Debentures :— 
500 Bonds of {roo each_...|_ 50,000 
150,000 150,000 
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Treatment of Details—When studying these examples, the 
student must remember that in the Journal, General Cash 
Book, and General Ledger the details as to the individual 
shareholders and amounts are omitted, and only the totals 
recorded. The details, however, are not ignored altogether, 
but are entered into various statistical books, such as the 
Application and Allotment Book, and the Call Book, and a 
subsidiary Cash Book, and are posted to a separate ledger, 
called the Share Ledger, kept specially for the purpose. The 
totals (and likewise the details) of the money received are 
obtained from the Bank Pass Book, the company’s bankers 
generally acting as collectors for the company. In a private 
company, however, the money is sometimes remitted direct 
to the company’s registered office. 

Journal Entries.—Journal entries are sometimes dispensed 
with, and only Cash Book entries made for the money actually 
received. For instance, the Cash Book in Example 1 would, 
if worked by this method, appear as follows— 


Dr. ' CASH BOOK. 
Receipts. Bank. 
To Preference Share Capital ..  ..|| 100,000 
» Debentures .. on ‘ 50,000 


As, however, this is a short cut at the expense of clearness, 
such a practice, though theoretically correct, cannot be 
recommended to the student. 

Shares and Debentures at a Premium.—Shares and 
debentures may be issued not only at par, but also at a 
premium, that is, at a price above their nominal value. A 
separate account must be opened for the premium, which 
forms no part of the Company’s capital, but is simply a gain 
to them. < 
' Example 2.—A Limited Company issued 100,000 Ordinary 
Shares of £1 each at 22s. 6d. per share, and £50,000 Debentures 
in bonds of £100 each at a premium of 5 per cent., which 
were all subscribed and fully paid up. Make the necessary 


Journal and Cash Book entries, and show also the Company’s 
Balance Sheet. 
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JOURNAL. Dy. Cr. 

Ordinary Shareholders .. . .|| 112,500 

To Ordinary Share Capital .. 100,000 
(100,000 shares of £1 each.) 

To Ordinary Share Premium. . 12,500 
2/6 per share on 100,000 shares. 
Debenture Holders aR lio 2000 

To Debentures. ie 50,000 
(500 bonds of £100 each.) 

To Debenture Premium Ae 2,500 


5 % of £50,000. 


Dr. CASH BOOK. 
Receipts. Bank. 
To Ordinary Shareholders .. she 112,500. 500 
,, Debenture Holders ‘fs sell) PAeOo 
"165,000 ee 
BALANCE SHEET. 
Capital ana Liabilities. | Property and Assets. 
Ordinary Share Capital :— Cash at Bank 50 « -|| 165,000 
100,000 Shares of £1 each ..'| 100,000 
Debentures :— 
500 Bonds of {roo each_..|| 50,000 
Ordinary Share Premium... ||_ 12,500 
Debenture Premium .. ee 2,500 
165,000 165,000 
a eel 


Debentures at a Discount.—Unlike shares, which can only 
be issued at par or at a premium, Debentures may be issued 
not only at par or at a premium, but also at a discount, that 
is, at a price below their nominal value. A separate account 
must be opened for the discount, which is really a loss to the 
Company. 

Example 3.—A Limited Company issued 500 Debenture 
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Bonds of £100 each at £95 per bond, which were all sub- 
scribed and fully paid up. Make the necessary Journal and 
Cash Rook entries, and show also the Company’s Balance 
Sheet. 


JOURNAL. Dr. Cr. 
Debenture Holders . - || 47,500 
(£95 per bond on 500 bonds.) 
Debenture Discount .-|| 2,500 
(£5 per bond on 500 bonds. ) 
To Debentures de ae 50,000 
~~ 
Dy CASH BOOK. 
Receipts. | Bank 
| 
To Debenture Holders ae pene 
BALANCE SHEET. 
Capital and Liabilities. Property and Assets, 
Debentures :— Cash at Bank : 
500 Bonds of £100 each_..|| 50,000 Debenture Discount 


II. Shares and Debentures Payable by Instalments.—Shares 
and Debentures are most frequently issued payable by instal- 
ments at certain intervals. In these cases, separate accounts 
are opened for the different instalments, both for shares and 
debentures. 

Example 1.—A Limited Company issued 100,000 Ordinary 
Shares of {1 each, payable 2s. 6d. per share on application, 
7s. 6d. on allotment, 5s. on each of two subsequent calls, 
which were all subscribed and the money duly received. 
Make the necessary Journal, Cash Book, and Ledger entries, 
and show also the Company’s Balance Sheet. 
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JOURNAL. Dr. Cr. 


Application A/c (Ord. Shares) —. .| 12,500 
To Ordinary Share Capital oh 12,500 
2/6 per share on 100,000 shares. 


Allotment A/c (Ord. Shares) . - || 37,500 
To Ordinary Share Capital S6 37,500 
7/6 per share on 100,000 shares. 


First Call A/e (Ord. Shares) . «|| 25,000 
To Ordinary Share Capital a 25,000) 
5/- per share on 100,000 shares. 


Second Call A/c (Ord. Shares) . .{| 25,000 
To Ordinary Share Capital By 25,000 
5/— per share on 100,000 shares. 


Note.—Some accountants amalgamate the amounts due on applica- 
tion and allotment, thus :— 


Application and Allotment A/c (Ord. Shares) Dy.. £50,000, 
To Ordinary Share Capital on (OK £50,000 


(2s. 6d. on application and 7s. 6d. on allotment on 100,000 shares.) 


Dr. CASH BOOK. 
Receipts. Bank. 

To Application A/c (Ord. Shares) ..|| 12,500 

,, Allotment A/c (Ord. Shares) .- || 37,500 

» First Call A/c (Ord. Shares) .-|| 25,000 

», Second Call A/c (Ord. Shares) ..|| 25,000 

100,000 

LEDGER. 
Dr. APPLICATION ACCOUNT (ORDINARY SHARES). Cr. 
To Ord. Share Capital .|| 12,500 | | By Cash .. 12,500 | 
Dr. ALLOTMENT ACCOUNT (ORDINARY SHARES). Cr. 
= - ee 

To Ord. Share Capital .|| 37,500 | | By Cash .. on | 37,500 | 
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Dr. FIRST CALL ACCOUNT (ORDINARY SHARES). Cr. 
To Ord. Share Capital .|| 25,000 | By Cash ae ot | 25,000 | | 
Dr. SECOND CALL ACCOUNT (ORDINARY SHARES). Cr. 
To Ord. Share Capital .|| 25,000 | By Cash aa eet sat 25}000 | | 
Dr. ORDINARY SHARE CAPITAL, Cr. 

By Application A/e ..|/ 12,500° 

», Allotment A/e ..|| 37,500 

» First Call A/c.. ..|| 25,000 

», Second Call A/e_ ..|| 25,000 


BALANCE SHEET. 


Capital and Liabilities. Property and Assets, | 


Ordinary Share Capital :— Cash at Bank ae 7 100,000 
100,000 Shares of £1 each ..|] 100,000 


100,000 100,000 


| {| | 

Sundry Shareholders Method used for Shares Payable by 

Instalments.—The Sundry Shareholders method is sometimes 

used for shares which are not payable in full on application. 

In that case, the Journal entries for the previous example 
would be similar to the following— 


JOURNAL. Dr. Cr. 
Sundry Shareholders Src . -|| 12,500 
To Ordinary Share Capital a6 12,500 


2/6 per share on 100,000 shares, 
payable on application. 


The Application, Allotment, and Call Account method, how- 
ever, is much clearer when the amounts are payable by instal- 
ments, and, in fact, is the method adopted in practice by the 
great majority of accountants. 

Example 2.—A Limited Company issued 100,000 Preference 
Shares of {1 each at a premium of 2s. 6d. per share, payable 
5s. per share on application, 7s. 6d. on allotment (including 
the premium), and 53. on each of two later calls. The shares 
were all subscribed and the money duly received. Make the 
necessary Journal and Cash Book entries. 
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JOURNAL. Dr. Cr. 

Application A/c (Pref. Shares) . .|/ 25,000 

To Preference Share Capital .. 25,000 
5/— per share on 100,000 shares. 
Allotment A/c (Pref. Shares) . «|| 37,500 

To Preference Share Capital .. 25,000 
(5/— per share on 100,000 shares.) 

To Preference Share Premium .. 12,500 


2/6 per share on 100,000 shares. 


First Call A/c (Pref. Shares) . - || 25,000 

To Preference Share Capital .. 25,000 
5/— per share on 100,009 shares. 
Second Call A/c (Pref. Shares) —. .|| 25,000 

To Preference Share Capital .. 25,000 


5/- per share on 100,000 shares. 


Dr. CASH BOOK. 
Receipts. Bank, 

To Application A/c (Pref. Shares) ..]/ 25,000 

,, Allotment A/c (Pref. Shares) ..|| 37,500 

,, First Call A/c (Pref. Shares) ..|] 25,000 

,, Second Cail A/c (Pref. Shares) ..|| 25,000 
112,500 
Rae Sa 


Example 3.—A Limited Company issued £50,000 First- 
Mortgage Debentures at par, payable 20 per cent. on applica- 
tion, 30 per cent. on allotment, and the balance three months 
later. The money was duly received. Make the necessary 
Journal and Cash Book entries. 


JOURNAL. _ Dy. Cr. 


Application A/c (Debentures) . . || 10,000 
To First Mortgage Debentures .. 10,000 
20 % of £50,000. 
Allotment A/c (Debentures) . . || 15,000 
To First Mortgage Debentures .. 15,000 
30 % of £50,000. 


Call A/c (Debentures) : a a 
To First Mortgage Debentures . 25,000 
50 % of £50,000. 
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Dr. CASH BOOK. 
Receipts. Bank. 
To Application A/c (Debentures) ..|! 10,000 
, Allotment A/c (Debentures) .-|| 15,000 
,, Call A/c (Debentures) ae ..|| 25,000 
50,000 


Example 4.—A Limited Company issued £50,000 Debentures 
in bonds of £100 each at a premium of £5 per bond, payable 
£25 per bond on application (including the premium), and 
the balance on allotment. The money was duly received. 
Make the necessary Journal and Cash Book entries. 


JOURNAL, Dr. Cr. 
Application A/c (Debentures) . «|| 12,500 

To Debentures .. 8 <s 10,000 
(£20 per bond on 500 bonds.) 

To Debenture Premium ee 2,500 


£5 per bond on 500 bonds. 


Allotment A/c (Debentures) . «|| 40,000 
To Debentures .. a ats 40,000 
£80 per bond on 500 bonds. 


Dy. CASH BOOK. 
Receipts. Bank. 
To Application A/c (Debentures) ..|} 12,500 
», Allotment A/c (Debentures) . || 40,000 


Example 5.—A Limited Company issued 500 Debenture 
Bonds of £100 each at a discount of 5 per cent., payable 
25 per cent. on application, and the balance on allotment. 
The money was duly received. Make the necessary Journal 
and Cash Book entries. 
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JOURNAL. Dr. Cr. 


Debenture Discount ae se || 2,000 
To Debentures .. Ae ae 2,500 
5 % of £50,000. 


Application A/c ake to . «|| 12,500 
To Debentures .. 55 12,500 
25 % of £50,000. 


Allotment A/c Seco . . || 35,000 
To Debentures .. 0 SS 35,000 
70 % of £50,000. 


Dy. CASH BOOK. 
Receipts. Bank. 
To Application A/c (Debentures) _..|]/ 12,500 
,, Allotment A/c (Debentures) .-|| 35,000 
47,500 


Note.—No mention of Premiums or Discounts is ever made in the 
Cash Book, such items appearing in the Journal only. As far as the 
Cash Book is concerned, the receipts, in the case of a premium, will be 
move, and in the case of a discount, Jess than the nominal value of the 
shares or debentures. 


Shares Over-Subscribed.—Shares are frequently over-sub- 
scribed, that is, more people apply for shares than there are 
shares to allot. Those persons to whom no shares are allotted 
have their money refunded in full. In the case of those 
subscribers, however, who are allotted a smaller number of 
shares than they have applied for, the money overpaid on 
application is not returned to them, but is carried forward to 
the credit of the amount due from them on allotment. 

Example.—A Limited Company offered for subscription 
100,000 Shares of £1 each, payable 2s. 6d. per share on 
application, and 5s. per share on allotment. Applications 
were received for 120,000 shares. The deposits on 10,000 
shares were returned to those persons to whom no shares 
were allotted. The deposits on the other 10,000 shares were 
carried forward to the Allotment Account, these subscribers 
having paid for more shares than were allotted to them. 
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The moneys payable on allotment were duly received. Make 
the necessary entries in the company’s books to record the 
above transactions. 


JOURNAL. Dr. Cr. 
Application A/c... oe . - |} 12,500 
To Share Capital ue 12,500 
2/6 per share on 100,000 shares. 
Application A/c... : --{| 1,250 
To Allotment A/c 1,250 


Transfer of 2/6 per share on 10, 000° 
shares overpaid on application. 


Allotment A/c se site . . || 25,000 
To Share Capital Me 25,000 
5/- per share on 100,000 shares. 


Dr. CASH BOOK. Cr. 
Receipts. Bank, Payments. Bank, 
To Application Account + «|| 15,000 By Applicatinn Account 
», Allotment Account .. « «|| 22,750 (deposits returned \ 1,250 
to non-allottees) 
», Balance c/d oe + «|| 37,500 
38,750 38,750 es 
To Balance b/d .. we ae 37,509] Pe 
LEDGER. 
Dr. APPLICATION ACCOUNT. Cr. 
To Share Capital -.|| 12,500 By Cash .. oe + +|| 15,000) 
», Allotment A/c «i sIPEE 250) _ 
», Cash (returned) ..!| 1,250 
15,000 15,000 eae 
Dr. ALLOTMENT ACCOUNT. Cr. 
To Share Capital + «|| 25,000 By Application aie = <i) £250) 
ne caSA macs + || 23,750 
25,000 25,000, a 
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Dr. SHARE CAPITAL, Cr. 


| 


The student should note that the Journal entry is made, 
not for the number of shares really applied for, but only for 
the number of shares actually allotted. In the Cash Book, 
however, the exact amount of money received must, of course, 
be recorded. The Application Account thus gets over- 
credited ; but the Cash Book entry subsequently returning 
money to non-allottees, together with the Journal entry 
transferring the amount overpaid by allottees, adjusts this 
discrepancy and makes the Application Account balance. 

If it is desired to journalise the whole of the applications 
received, the entry would take the following form— 


By Application A/c as 


12,500 
», Allotment A/c aie 


25,000 


JOURNAL. Dia- Cr. 
Application A/c ie eb . -|| 15,000 
To Share Capital (allottees) ae 12,500 


(2/6 per share on 100,000 shares.) 
To Sundry Subscribers (non- 


allottees) .. me are ae 1,250 
(2/6 per share on 10,000 shares.) 
To Allotment A/c : 1,250 


Transfer of amount overpaid by 
allottees, viz., 2/6 per share on 
10,000 shares. 


And the Cash Book entry for the repayment of the deposits 
of the non-allottees, instead of being “ By Application 
Account,” would, in this case, be ‘‘ By Sundry Subscribers 
(non-allottees).”’ In the Ledger we should have— 


Dr. SUNDRY SUBSCRIBERS (NON-ALLOTTEES). Cr. 


| 


Nominal Capital Shown on Balance Sheet.—When shares 
are payable by instalments, the books at any date will only 
record such part of the capital as has been actually called 
up at this date. On the balance sheet, however, it is usual 
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to show both the Nominal and the Issued Capital, with the 
amount called up on the shares so issued. 


Calls in Arrear and Calls in Advance.—Should any of the 
shareholders fail to pay the sums due from them—and this 
is frequently the case—the Allotment and Call Accounts (or 
the Sundry Shareholders Account if such has been employed) 
will show as debit balances the amounts owing; and the 
total of these amounts will constitute the Calls in Arrear. 
Some shareholders, however, pay their shares right up in full 
before the proper time. In such cases, the money received 
by the Company in excess of what has been called up must 
be put to a separate account, termed “Calls in Advance,’’ 
as it does not yet form part of the Company’s capital. 
Although the Calls in Arrear and the Calls in Advance are 
separate accounts in the ledger, yet they are not shown 
separately on the balance sheet, but are merged with the 
Capital, the Calls in Advance being added and the Calls in 
Arrear deducted. 

Example.—A Limited Company with a registered Capital 
of £200,000 in shares of £1 each, issued 100,000 of such shares, 
payable 2s. 6d. per share on application, 2s. 6d. on allotment, 
5s. three months later, and the balance as and when required. 
All moneys payable on allotment were duly received. But 
when the call of 5s. per share was made, one shareholder 
failed to pay the amount due on his 200 shares ; and another 
shareholder, who held 150 shares, paid them right up in full. 
Make the necessary entries in the company’s books to record 
the above transactions, and show the Capital on the 
Company’s Balance Sheet. 


JOURNAL. Dr. Cr. 
Application A/c a es . «|| 12,500 
To Share Capital A 12,500 
2/6 per share on 100,000 shares. 
Allotment A/c sé on .- || 12,500 
To Share Capital pi 12,500 


2/6 per share on 100,000 shares. 


First Call A/c iy Sin . «|| 25,000 
To Share Capital ona 25,000 
oP per share on 100,000 shares, 


294 *’ 


COM] DICTIONARY OF BOOK-KEEPING [COM 


Dr. CASH BOOK. 
Receipts. Bank. 
To Application A/c 46 rel 2, O00 
,, Allotment A/c - solll TeAR Oo) 
1, First Call A/c (£25, 000 — £50) ..|] 24,950 
» Calls in Advance .. 75 
(10/— per share on 150 shares) 
50,025; | 
BALANCE SHEET. 
Capital and Liabilities. 
Nominal Capital :— 
200,000 Shares of £1 each Ae «+ || 200,000 
Issued Capital :— eile 
100,000 Shares of £1 each, 10/—called ne 50,000 
add Calls in Advance 75 
50,075 
less Calls in Arrear .. 5 50 50,025 


Purchase of a Business.—A large number of Joint Stock 
Companies are formed for the express purpose of acquiring 
and working an old-established business. The person who 
sells the business to the company, called the vendor, is 
generally paid partly in money and partly in shares. The 
latter are valued either at par or at a premium according to 
the agreement, and are marked either fully paid or with the 
amount agreed to be credited on them. Sometimes the cash 
of the old business is taken over, and sometimes not ; some- 
times the liabilities are assumed by the company, and some- 
times left for the vendor himself to discharge. Whenever 
the purchase price exceeds the total value of the assets taken 
over, or the net capital value of the business (7.¢., the differ- 
ence between the assets and liabilities) when both assets and 
liabilities are taken over, such excess denotes the value of 
the goodwill of the business acquired, and must be put to a 
Goodwill Account. 

Example.—A Joint Stock Company with a registered Capital 
of £200,000, consisting of 100,000 Ordinary Shares of £1 each, 
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and 100,000 6 per cent. Preference Shares of £1 each, and 
also £50,000 Debentures in bonds of £100 each, purchased as 
a going concern for £160,000 the business of Messrs. Fielder 
& Co., as per the following particulars— 


BALANCE SHEET OF FIELDER & CO. 


Liabilities. Assets. 
Bills Payable .. ++|| 10,000 Cash oe ae aia 5,000 
Sundry Creditors «|| 20,000 Bills Receivable. . eh 2,000 
Capital .. aa ++|| 130,000 Book Debts oF ++|| 42,000 
Freehold Premises || 68,000 
Plant and Machinery ..|| 20,000 
Stock .. on -.|| 18,000 
Furniture and Fixtures . 5,000 
160,000 160,000 


The purchase price was to be paid, £40,000 in fully-paid 
Ordinary Shares, £40,000 in fully-paid Preference Shares, 
£40,000 in fully-paid Debentures, and the balance in Cash. 
The remainder of the Shares and Debentures were offered to 
the public, and were all subscribed and fully paid up. Make 
the necessary Journal and Cash Book entries, and draw up 
the Company’s Balance Sheet. 


JOURNAL. Dr. Cr. 
Purchase Account a | 160,000 
To Fielder & Co. (Vendors) . 160,000 
as per Agreement dated..... 
Cash .. be ar ..| 5,000 
Bills Receivable a ..|| 2,000 
Sundry Debtors ¥ ..|| 42,000 
Freehold Premises : .. | 68,000 
Plant and Machinery .. ..|| 20,000 
Stock... Se 5c ..|| 18,000 
Furniture and Fixtures nip 5,000 
Goodwill ae a ..|] 30,000 
To Purchase Account me 190,000 
Sundry assets acquired as per 
Agreement dated.......... 
Purchase Account o% PallioO E00 
To Bills Payable .. ae 10,000 
», Sundry Creditors a 20,000 
Sundry liabilities taken over 
as per Agreement dated.... 
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JOURNAL—continued. Dr. Cr. 
Ordinary Shareholders --|| 60,000 
To Ordinary Share Capital . | 60,000 


60,000 shares of £1 each. | 


Preference Shareholders --|| 60,000 
To Preference Share Capital 60,000 
60,000 shares of £1 each. 


Debenture Holders .. --|| 10,000 
To Debentures ee ae 10,000 
100 bonds of £100 each. 


Fielder & Co. (Vendors) . «|| 120,000 l 

To Ordinary Share Capital . 40,000 
(40,000 shares of £1 each.) 

To Preference Share Capital 40,000 
(40,000 shares of £1 each.) 

To Debentures A sf 40,000 


(400 bonds of £100 each.) 
Shares and Debentures issued 

as fully paid in part payment 

of the purchase price, as per 


Agreement dated.......... 
Dr. CASH BOOK. Cr. 
Receipts. Bank. Payments. Bank, 
To Bafance Sie 5 5,000 By Fielder & Co. ) 
», Ord, Shareholders ..; 60,000 (Vendors)... Jijje42,000 
» Pref, Shareholders ..!| 60,000 », Balance c/d.. «+|| 95,000 
», Debenture Holders ..'| 10,000 
135,000 135,000 
To Balance b/d .. wel] 98,000! | | 
BALANCE SHEET (OF THE ......., wane Oba Jeime) 
Capita: and Liabilities. Property and Assets. 
Nominal & Issued Capital— Freehold Premises .. «+|| 68,000 
Ordinary Share Capital— Goodwill we oe ++|| 30,000 
100,000 shares of £1 each || 100,000 Plant and Maehinery ++|| 20,000 
Preference Share Canital— Furniture and Fixtures An 5,000 
100,000 share- of £1 each || 100,000 SEOCIED aie ge oe «|| 18,000 
Debent ures— Sundry Debtors Ors «|| 42,000 
5:0 Bon's of £100 each ..|| 50,000 Bills Receivable oe On 2,000 
Sundry Cretitors .. ..|| 20,000 Cas at Bank.. as «+ || 95,000 
Bills Payable .. a «.|| 10,000 
| 280,000 280,000 
— | eal? 


Profits Prior to Incorporation.—It frequently happens that 
a Company acquires a business from a date previous to the 
da‘e of its own incorporation. If the Company has a right 
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to any profits earned prior to its existence, such profits, how- 
ever, are not profits available for dividend ; for a Company 
cannot legally earn profits before its incorporation. Such 
profit should, therefore, be used to write down Goodwill, or 
to defray a capital expense such as Preliminary or Formation 
Expenses, or be put to a Special Reserve Account, and any 
future depreciation of the fixed assets originally taken over 
charged against it untilit is absorbed. Ifthe amount of such 
profits has not been definitely or approximately ascertained, 
the first year’s Trading Account must be divided into two 
periods, namely, before and after incorporation. The first 
year’s profits must then be apportioned either according to 
the periods themselves, or in proportion to the turnovers of 
the respective periods. And only those profits will be avail- 
able for dividend which have been earned during the period 
subsequent to the date of incorporation. 

Example.—A Joint Stock Company was incorporated on 
Ist April to take over a business as a going concern from the 
Ist Jan. of the same year. The total turnover for the year 
ending 3lst Dec. was £120,000, namely, £20,000 for the first 
three months, and £100,000 for the ensuing nine months. 
The net profit for the same year was £12,000. How should 
the profits earned prior to incorporation be ascertained ? 

(1) The first year’s profits may be apportioned according 
to the respective periods of time. Thus, 3, of £12,000, that 
is, £3,000, would be profits prior to incorporation ; while 
3’r of £12,000, that is, £9,000, representing the profit earned 
from Ist April to 31st Dec., would be the Company’s own 
profits, to be allocated or disposed of as it might determine. 

(2) The first year’s profits may also be apportioned according 
to the turnovers of the respective periods. Thus, 7%°°% 
of £12,000, namely, £2,000, would represent the profits to 
be transferred to a Special Reserve Account for profits 
earned “prior to incorporation; and 290880 of £12,000; 


The variation in the result, as worked by the different 
methods, only emphasises the necessity for actual stock- 
taking in order to arrive at the exact amount. Where, how- 
ever, this cannot, without very great inconvenience, be done, 
the apportionment of the profit according to the turnovers 
is deemed to be the more accurate method of the two. 
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Appropriation Account.—(See under APPROPRIATION 
AccounT, and also TRADING ACCOUNT OF A COMPANY.) 

Amaigamation of Companies.—Limited Companies, whose 
undertakings are of a like nature, often combine or 
amalgamate, a New Company being formed to acquire and 
carry on the businesses of two or more Companies. Com- 
bines are effected for the sake of economy in working, that 
is, to reduce establishment charges and management expenses, 
it being often possible for one company to do the combined 
turnovers of two or three others with very little increase in 
its own working expenses. The new company takes over, 
at an agreed valuation, the assets of the old companies, and 
generally assumes their liabilities. When such items as a 
credit balance of Profit and Loss or Revenue Account, Reserve 
Account or Fund, or other accumulated profit balances appear 
in the Balance Sheets, they are, if the amounts are large, 
capitalised, and extra shares issued to the shareholders in 
respect of them. If, however, the amounts are small, they 
may be used to write down the value of the Goodwill or of 
any of the fixed assets. The book entries are somewhat 
similar to a winding up, except that there.is no return of 
Capital to contributories, the shareholders receiving instead 
fully paid shares in the new company, according to the 
number and value of the shares they hold in the old company. 

Example.—Two Companies, whose businesses are similar, 
decide to amalgamate on the basis of their respective Balance 
Sheets given below, and a New Company is formed to carry 
out. the arrangement. Illustrate the best method of doing 
this, giving the Journal entries necessary to close the books 
of the old companies and to open the books of the New 
Company. Show also the New Company’s Balance Sheet. 


THE “ P’”’ Company, LTD. 
BALANCE SHEET AS AT 30TH JUNE, 19... 


Capital and Liabilities. Property and Assets, 

Share Capital :— Land and Buildings .. ..|| 50,000 
100,000 Shares of £1 each } Plant and Machinery ..|| 25,000 
fully paid ra BO UES. wil] Ces oa «|| 20,000 
Sundry Creditors .. || 8,350 Stock .. AO we ..|| 8,000 
Reserve Fund On} --|| 4,650 Sundry Debtors io ..|| 11,800 
Dividend Reserve .. ae I,000 Cash at Bank.. as ars 1,550 

Profit and Loss Account .. 2,350 
116,350 116,350 
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TueE “‘Q” Company, LTD 


BALANCE SHEET AS AT 30TH JUNE, 19... 


Capital and Liabilities. Property and Assets. 
Share Capital :-— Land and Buildings .. ++|| 30,000 
60,000 Shares of £1 each } Galooo Plant and Machinery .-|| 18,000 
fully paid ne 4 Goodwill eis ae ++|| 10,000 
Sundry Creditors .. oe 5,450 Stock .. of we Pr 5,000 
Reserve Fund se AG 4,300 Sundry Debtors we ae 7,400 
Profit and Loss Account .. 1,700 Cash at Bank.. os a 1,050 
71,450 71,450 


The amounts due to the shareholders of the P. and Q. 
Companies are as follows— 


P £ Q £ 
Capital ve .. 100,000 Capital es -. 60,000 
Reserve Fund ee 4,650 Reserve Fund ays 4,300 
Dividend Reserve .. 1,000 Profit and Loss A/c .. 1,700 


Profit and Loss A/c .. 2,350 
108,000 66,000 


es 


which is represented by— 


P £ Q £ 
Gross Assets .. ow 216350 Gross Assets .. wx 11,450 
less Creditors Sia 8,350 less Creditors oa 5,450 
108,000 66,000 


The proportion of the Capitals in the Old and New Companies 
are— 


Old. New Old. New. Old. New. 
P - 100,000 : 108,000 or 100 : 1080r25 : 27 
Ons. ... 60000 5 “66000ror v60me: GGiOr 01 0 rae 


Therefore, 108,000 shares of £1 each, fully paid, must be 
issued to the shareholders of the P. Company; that is, 27 
shares in the New Company must be given in exchange for 
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every 25 shares of the P. Company. And 66,000 shares of 
£1 each, fully paid, must be issued to the shareholders of the 
©: Company, that is, 11 shares in the New Company 
must be given in exchange for every 10 shares of the Q. 
Company. 

The entries in the P. Company’s books would be— 


JOURNAL. Dr. Cr. 


19. 
June 30 | Share Capital .. a6 . - {| 100,000 
Reserve Fund .. ats ats 4,650 

Dividend Reserve ate or 1,000 

Profit and Loss A/c ; 2,350 

To Sundry Shareholders Ajo. 108,000 

Balances transferred. 


30 | Realisation A/c .. . -|| 116,350 
To Land and Buildings Be 50,000 

,, Plantand Machinery .. , 25,000 

» Goodwill .. 50 Pia g 20,000 

», Stock ae D6 ate 8,000 

,, Sundry Debtors .. aT. 11,800 

,» Cash at Bank Pe 1,550 
neages assets sold to the P. om 

, Ltd., as per Agreement 


30 | Sundry Creditors oe a 8,350 
To Realisation A/c .. 8,350 
Sundry liabilities taken over by 
thes bP) Ol Coy, etd), as) per 
Agreement dated Loo UGE IC 


SUT Pe nO Cor pitds a... oe . - || 108,000 

To Realisation INIKo) — oi és 108,000 
Purchase price of business as 
per Agreement dated. 


30) | PE OnComohanesiA)/Cumr.. . - || 108,000 

MOG ON CO; wider. 108,000 
Receipt of 108, 000 shares of rae 
each, fully paid, in discharge 
of purchase price of business. 


30 | Sundry Shareholders .. . . || 108,000 

dio POF Co; shares; A/c. 108,000 
Issue of 27 new shares in 
exchange for every 25 old 
shares. 
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The entries in the Q. Company’s books would be— 


JOURNAL. Dr. Cr. 


June 30 | Share Capital .. ao ..|| 60,000 
Reserve Fund .. at Bat 4,300 
Profit and Loss A/c. j 1,700 

To Sundry Shareholders Ajc 66,000 
Balances transferred. 


30 | Realisation A/c .. eel 71450 
To Land and Buildings ae 30,000 

» Plant and gee es 18,000 

», Goodwill .. we 10,000 
OLOCK: te a Ai 5,000 

,, Sundry Debtors .. Hie | || 7,400 

,, Cash at Bank - P | 1,050 
Sundry assets sold to the P. Q. 
Co., Ltd., as per Agreement \ 


30 | Sundry Creditors Bc ci 5,450 
To Realisation A/c .. : 5,450 
Sundry liabilities taken over by 
the | P.O.) €o.7 Ltd vas per 
Agreement dated: came 


SUN PP sOrCom etd amr Soe .-|| 66,000 

To Realisation A/c .. ; 66,000 
Purchase price of business as 
per ‘Agreement’ dated. 2)... 


30 | P.Q.Co. Shares A/c .. . «|| 66,000 
Lo Py Or Consitde ee - 66,000 
Receipt of 66 000 shares of fl 
each, fully paid, in discharge 
of purchase price of business. 


30 | Sundry Shareholders .. ..|| 66,000 

To P. Q. Co. Shares A/c ie 66,000 
Issue of 11 new shares in 
exchange for every 10 old 
shares. 


The entries in the New Company’s (P. Q. Co.’s) books 
would be as follows— 
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JOURNAL. Dr. Cr. 
19. 
July i Land and Buildings aks + || 50,000 
Plant and Machinery .. .-|| 25,000 
Goodwill .. ee ae .-|| 20,000 
Stock aye as ae Sa 8,000 
Sundry Debtors .. ae .-|| 11,800 
Cash at Bank ste Se a 1,550 
To Sundry Creditors .. ao 8,350 
eiguidatone. Compltdess 108,000 
Sundry assets and _ liabilities 
taken over from the P. Co., Ltd., 
as per Agreement dated...... 
iFieiqnuidator PiCo Lid. 4. . .|| 108,000 
To Share Capital IS ob 108,000 


Issue of 108,000 shares of £1 each, 
credited as fully paid, in pay- 
ment of the purchase price of 
the business. 


1 | Land and Buildings ae --|| 30,000 


Plant and Machinery .. .-|| 18,000 
Goodwill .. At are «.|| 10,000 
Stock a oie oe aie 5,000 
Sundry Debtors .. 50 --|| 7,400 
Cash at Bank .. as 50 1,050 
To Sundry Creditors .. mys 5,450 
», Laquidator ©; Co., Ltd. .. 66,000 


Sundry assets and _ liabilities 
taken over from the Q. Co., 
Ltd., as per Agreement dated. 


1 | Liquidator Q. Co., Ltd. ..|| 66,000 

To Share Capital Alc . a 6 66,000 
Issue of 66,000 shares of £1 each, 
credited as fully paid, in pay- 
ment of the purchase price of 
the business. 


BALANCE SHEET OF THE P. Q. CO., LTD. 


Capital and Liabilities. Properiy and Assets. | 

Share Capital — Land and Buildings .. «-|| 80,000 
174,000 Shares of £1 each ) | GOO Plant and ae ie «|| 43,000 
fully paid ere jl 874, Goodwill ars .-|| 30,000 
Sundry Creditors .. ..|| 13,800 Stock J. ab --|| 13,000 
Sundry Debtors ae -«|| 19,200 
Casb at Bank. ee oo 2,600 
187,800 187,800 

_——— = === ane ca 


COM] DICTIONARY OF BOOK-KEEPING [COM 


Note x. Re-valuation of Assets.—When assets are re-valued for the 
purpose of amalgamation, revised Balance Sheets must be prepared, 
and any profit or loss on re-valuation must be adjusted with the Profit 
and Loss Account balance already existing, before the entries relating 
to the amalgamation are put through the books. 

Note 2. Fractions of Shares.—Where fractions of shares are involved, 
shares equal to the total of such fractions are allotted to the liquidator, 
who sells the shares and distributes the proceeds to the shareholders 
concerned. For instance, suppose that an exact distribution required 
100 shareholders to be allotted half a share each, then there would 
have to be a forced realisation of 50 shares; and the proceeds—say 
£40—would be distributed equally, 8s. to each of the 100 shareholders. 
As far as the Company is concerned, the 50 shares would still remain 
part of the Company’s issued capital, the shares having merely changed 
hands. 

Absorption of One Company by Another.—It frequently 
happens that a large Limited Company buys up or absorbs 
a smaller Company doing a kindred business, the object being 
to eliminate or reduce competition, and so ensure not only a 
larger turnover, but better prices, and hence increased profits. 
The purchasing company generally agrees to take over the 
liabilities of the other company, which then goes into 
voluntary liquidation. The Debentures may be either 
redeemed or exchanged for others in the purchasing company. 
If the purchasing company’s Shares are issued to the share- 
holders of the vendor company at a premium, such premium 
should be recorded in the vendor company’s books, in order 
to show the actual profit on the transaction. The premium 
should also be shown in the purchasing company’s books, 
otherwise the purchase price of the business will appear at 
an amount far below what it really was; while, at the 
same time, the figure for Goodwill will be considerably 
understated. 

Example.—The White Co., Ltd., is absorbed by the Black 
Co., Ltd., the consideration being the taking over of the 
trade liabilities; the payment of the costs of absorption, 
£600 ; the repayment of the ‘“‘B” Debentures at a premium 
of 10 per cent.; the discharge of the ““A” Debentures at a 
premium of 10 per cent. by the issue of 5 per cent. Mortgage 
Debentures in the Black Co., Ltd. ; and a payment of {2 per 
share in Cash, and the exchange of 4 fully-paid £1 shares in the 
Black Co., Ltd., at the market price of {1 10s. per share, for 
every share in the White Co., Ltd. The following being the 
Balance Sheet of the White Co., Ltd., at the date of 
absorption, make the necessary entries in both Companies’ 
books to record the transaction. 
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BALANCE SHEET OF THE WHITE CO., LTD. 


Capital and Liabilities. Property and Assets, 
Share Capital :— Land and Buildings .. + +|| 150,000 
40,000 Shares of £5 ¢ each, Plant and en eh + «|| 100,000 
fully paid 3 ’} BOO One. Goodwiil ae --|| 40,000 
Debentures :— Patent Rights ae «|| 25,000 
5% “A” Debentures ..'| 100,000 Stocker. es || 20,000 
5% “B” Debentures ..| 50,000 Sundry Debtors da 36,000 
Sindey Creditors .. ++|| 15,000 | Investments on account of iV 
Reserve Fund a5 ++] 20,000 | Sinking Fuad or i bee 
Sinking Fund.. 5,000 } Cash at Bank.. is ++|| 25,000 
Employees’ Savings “Bank 8 
ee and eet } 9200 
Profit and Loss Account, 
Credit Balance } head 
401,000 401,000 
| pe | | =| 


The purchase price of the business is arrived at as follows :— 
£55,000 in Cash on account of ‘‘ B’”’ Debentures, viz., £50,000 
plus a premium of £5,000. 

110,000 in oe Debentures on account of “A” Debentures, 
viz., £100,000 plus a premium of £10,000. 

80,000 in Cash on account of old Shares, viz., £2 per share 
on each of 40,000 shares. ’ 

240,000 in Shares on account of old Shares, viz., 40,000 x 4 = 
160,000 Shares of £1 each, valued at the market 
price of 30/— per share. 

600 Costs of absorption 


£485,600 = Total amount. 
The purchase price, £485,690, is thus payable: £135,600 in 
Cash, £110,000 in Debentures, and {£240,000 in Shares. 


The following would be the entries in the White Co.’s 
books— 


JOURNAL. meee? Cr. 
| Share Capital A/c cid « «|| 200,000 
Reserve Fund ae * ..|| 20,000 


Sinking Fund Ao ae aN 5,000 
| Profit and Loss A/c tits ane 3,000 

To Sundry Shareholders A/c . || 228,000 
Balances transferred. 


5196 eA DEDENTULES, i. . . || 100,000 
To ‘‘ A” Debenture Holders.. 100,000 
Balance transferred. | | 
5% “ B” Debentures ~. .. 50,000 | 
To “B” Debenture Holders . 50,000 


Balance transferred. 
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JOURNAL—continued. _ Dr. Cr. 
Kealisation A/c .. . - |] 401,000 

To Land and Buildings AGi 150,000 
» Plant and Machinery s8 100,000 
» Goodwill .. ¢ a6 40,000 
», Patent Rights s 5h 25,000 
Lock bm oie 20,000 
», sundry Debtors ee 36,000 
», Sinking Fund Investments 5,000 
Cash at Bank 25,000 


Sundry assets sold to the Black 
Co., Ltd., as per Agreement 


Realisation A/c .. ce 600 

To reo yoee Expenses NE 600 
Sundry Greditore: ark ..|| 15,000 

To Realisation A/c as 15,000 


Sundry trade liabilities taken 
over by the Black Co., Ltd. 


BlackiCofitcdamea. ote ae henge 


To Realisation Tg | 485,600 
Purchase price of business as || 
per Agreement dated........ 
Realisation A/c .. 99,000 
To ‘“‘A”’ Debenture Holders A/c 10,000 
», B” Debenture Holders A/c | 5,000 
,, Sundry Shareholders A/c . 84,000] | 


Respective premiums and profit 
on absorption transferred. | | 
| 


1 


Black Co. Shares A/c .. . . || 240,000 
Black Co, Debentures A/c . .|| 110,000 
To the Black Co., Ltd. ae 350,000 


Receipt of Debentures, and of 
160,000 shares of {1 each, 
valued at 30/— per share, in 
part discharge of purchase con- 
sideration. 


“A” Debenture Holders A/c ..// 110,000) 
To Black Co. Debentures A/c . 110,000 
Issue of new Debentures in | 
exchange for Debentures in the } ' 
White Co. 


Sundry Shareholders A/c 240,000 

To Black Co. Shares A/c Oe 240,000 
Issue of 160,000 new Shares of 
£1 each, valued at 30/- per 
share, in exchange for shares |} 
in the White Co. 
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Dr. CASH BOOK. Cr. 
Receipts. Bank. Payments. Bank. 
To Balance .. ++|| 25,000 By Realisation Account «+|| 25,000 
The Black Co. , Ltd. . «|| 135,600 », Absorption Expenses .. 600 


», B” Deb, Holders «.|| 55,000 
», Employees’ Savings Bank 

Deposits and Interest. 8,000 
», Sundry Shareholders ..|} 72,000 


160,600 


160,600 


Owing to the difficulty experienced by students in under- 
standing these absorptions, it has been thought advisable to 
show the full Ledger Accounts in the White Co.’s books, 
which would be as under— 


Dr. oe CAPITAL. Gr. 
To Sun. Shareholders A/c|| 200,000 | By Balance : oe 200,00 | 
Dr. 5 PER CENT. ‘‘A’’ DEBENTURES. Cr. 
= | = 
To “A” Deb. Holders A/c | 100,000 ’ By Balance «|| 100,000 
Dr. 5 PER CENT. “B’ DEBENTURES. Cr 
To“B” Deb. Holders A/c|| 50,000 1] | : By Balance .. . | 50,000 | 
De: SUNDRY CREDITORS. Cr. 
To Realisation A/c . | 15,000 | By Balance .. rs | 15,000 | 
Dy RESERVE FUND. Cr. 
| To Sun. Shareholders Ale 20,000 | | By Balance te : | 20,000 
ll Milieetl i 
Dr SINKING FUND. Cy, 


; i 
| To Sun. Shareholders ails 5,000 


au ip | By Balance .. | 5,000 
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Dr. EMPLOYEES’ SAVINGS BANK DEPOSITS. Cr. 
To Cash (repaid) ae | 8,000 | | By Balance | 8,000 | 
Dr. PROFIT AND LOSS ACCOUNT. Cr. 
To Sun.Shareholders A/c|} 3,000 | | By Balance < | 3,000 | 
Dr. LAND AND BUILDINGS. Cr. 
7] — j — 
To Balance + «|| 150,000 | | By Realisation A/c . ‘| 150,000 | 
Dr. PLANT AND MACHINERY. Cr. 
To Balance . || 100,000 | | By Realisation A/c. J 100 ,000 | 
Dr. GOODWILL. Cr. 
To Balance ‘ | 40,000 | | | By Realisation A/c. | 40,000 | 
Dr. PATENT RIGHTS. Cr. 
To Balance 25,000 | By Realisation A/c 25,000 | | 
Dr. STOCK. Cr. 
To Balance « 20,000 | | By Realisation A/c. | 20,000 | | 
Dr. SUNDRY DEBTORS. Cr. 
To Balance 36,000 | | By Realisation A/c. | 36,000 | 
Dr. INVESTMENTS ON ACCOUNT OF SINKING FUND. Cr. 
To Balance > | 5,000 | By Realisation A/c. | 5,000 | 
Dr. ABSORPTION EXPENSES. Cr. 
To Cash.. ‘ | 600 
| 
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Dr. REALISATION ACCOUNT. Cr. 
To Sundry Assets + +|| 401,000 By Sundry Creditors . / 15,000 
»» Costs of Absorption 600 », Black Co., Ltd.  ..|/ 485,600 
» Balance :— | 


| “A” Deb. Holders A/c|| 10,000 
“BY” Deb. Holders A/c|} 5,000 
Sun. Shareholders A/c) 84,000 


500,600 ale | 500,600 
———— erm cs 
Dr. THE BLACK CO., LTD. Cr. 
| 
To Realisation A/c. | 485,600 By Cash wp . «|| 135,600 
»» Shares Ais . 3] 240,000 
», Debentures.. + «|| 110,000 
| 485,600 485,600 
| 
Dr. BLACK CO. SHARES ACCOUNT. , Cr. 
To The Black Co., Ltd. | 240,000 | | | By Sun. Shareholders A/c}| 240,000 | 
Dr. BLACK CO. DEBENTURES ACCOUNT. Cr. 
To The Black Co., Ltd. .|| 110,000 | | | By “‘A”’ Deb. Holders A/c]| 110,000 | | 
ety. “4”? DEBENTURE HOLDERS ACCOUNT. Cn 
To Black Co, Debs. A/c || 110,000 | By “A” Debentures . .|| 100,000 
», Realisation A/c } 
(premium) 10,000 
! r10,000 4 110,000 
com een ia Ares 
Dr. ‘“B”’ DEBENTURE HOLDERS ACCOUNT. Cr. 
ea = 5 == = == 
To Cash.. so .-|| 55,000 | By “ B” Debentures ..|| 50,000 
», Rea'isation A/c 
(premium) 5,000 
55,000 ee 55,000 | 
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Dr. SUNDRY SHAREHOLDERS ACCOUNT. Cr. 
To Black Co, Beebe Bis 240,000 By Share Capital + +|] 200,000 
», Cash... . -|| 72,000 », Reserve Fund «|| 20,000 
» Sinking Fund +.|| 5.000 
», Profit & Loss A/c ..|| 3,000 
», Realisation A/c } 
(profit) 84,000 
312,000 312,000 


The entries in the Black Company’s books, in so far as 
they relate to the above transactions, would be the following— 


JOURNAL. Dr. Cr. 


Land and Buildings as . -|| 150,000 
Plant and Machinery .. - »|| 100,000 


Goodwill .. “Ke Be .. || 139,600 
Patent Rights .. 5.8 «s|| 25,000 | 
Stock ore Sa ate .-|| 20,000 
Sundry Debtors .. 8 ..|| 36,000 | 
Investments one aye Are 5,000 | 
Cash at Bank ae 5 --|| 25,000 | 
To Sundry Creditors .. c | 15,000 
,, Liquidator of The White 


Co., Ltd. : _ | 485,600 
Sundry assets and liabilities | 
taken over from the White Co., 
as per Agreement dated...... | 


Liquidator of The White Co., Ltd.|| 350,000 
To oo, Debentures =. - | 110,000 

», ohare Capital A/c .. ale | 160,000 

,, Premium on Shares A/c 80,000 
Discharge of part of the purchase / 
consideration by the issue of 
Debentures, and of 160,000 
Shares of £1 each, credited as 
fully paid, and valued at the 
market price of 30/— per share. 


De CASH BOOK. 


Receipts. Bank. Payments. | Bank, 


| By Liquidator of the 


135,600 
| White Co., Ltd. ae 
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Note 1.—The Premium on Shares may be used to write down the 
Goodwill, or may be transferred to a Reserve Fund, according to the 
circumstances of the business. 


Note 2.—The value of the Goodwill is arrived at as follows— 


Purchase Price of Business .. 5 sts 485,600 
Value of actual Assets taken over we 361,000 
less Liabilities taken over os fe 15,000 

—_———_ 346,000 

Balance (Goodwill) re £139,600 


Note 3.—The Black Co. takes over the Sinking Fund Investments 
merely as ordinary Investments, not as an asset specially ear-marked 
for some particular Fund. The Sinking Fund will not be brought 
into its books at all; for it is simply an accumulated profit balance, 
and, as such, belongs to the shareholders of the White Co. 


Reconstruction of a Company.—A Company is sometimes 
reconstructed, that is, a New Company is incorporated with 
the special object of buying the whole or a-part of.it. The 
difference between an absorption and a reconstruction is 
that the former denotes the sale of a business to an existing 
company, while the latter denotes the sale of a business to a 
new company formed for that special purpose. Another 
difference is that an absorption generally results in a profit 
to the shareholders, owing to the business transferred being 
a valuable one; a reconstruction, on the other hand, usually 
entails a Joss to the shareholders, the company being, as a 
rule, in a bad way financially, and having a big balance to 
the debit of Profit and Loss. Where a Company has lost 
capital, the reconstruction scheme may provide for the 
payment of the creditors, either by a cash composition, or 
by means of shares or debentures in the new company. It 
may also provide for the raising of fresh Capital, by the 
issue of partly-paid shares in exchange for shares of the old 
company, the new company being then able to call up the 
balance due on the shares and thus obtain working capital 
for the business. Shareholders, however, cannot be com- 
pelled to agree to the scheme of reconstruction, or to take 
shares with a liability attaching. And should any of them 
dissent, the liquidator must purchase their interest at a price 
to be fixed either by agreement or arbitration. 

Example.—The Gem Co., Ltd., went into voluntary 
liquidation, the shareholders and creditors having agreed to 
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a scheme of reconstruction. The following was the position 
of affairs at the date of reconstruction— 


BALANCE: SHEED Loe Tite oe CO., LED, 


Capital and Liabilities. || t Property and Assets. 

Share Capital :— Plant and ia ++ «-|| 100,000 
150,000 Shares of £1 each, Goodwill .. ++ «|| 20,000 
fully paid ale «|| 150,000 Stock-in-Trade 50 «|| 25,000 
Trade Creditors Ae ++|] 40,000 Sundry Debtors wr ++|| 24,500 
Loan Creditors NO ++|| 20,000 | Cash at Bank.. 500 
| Profit & Loss Ajc—Dr. bal. 40,000 

210,000 210,000 | 


THe provisions of ihe scheme of reconstruction were inter 
alia— 

(1) That a New Company be formed with a capital of 
£200,000, in shares of £1 each, to take over from the Old 
Company the Debtors and Stock at their book value, and 
the Plant and Machinery at its reduced value after recon- 
struction, the Cash to be used to defray the reconstruction 
expenses which amounted to £500. 

(2) The New Company to discharge the Trade Creditors by 
a Cash composition of 12s. 6d. in the £, and to pay off the 
Loan Creditors by the issue of Debentures for the amount of 
the Loans plus a bonus of 5 per cent. 

(3) The Shareholders to receive £75,000 in Shares of the 
New Company, credited with 10s. per share paid up, and a 
call of 5s. per share to be made forthwith. 

Make the necessary entries in the books of both companies, 
and show the Balance Sheet of the Company after 
reconstruction. 

The entries in the Old Compzaay’s books would be as 
follows— 


JOURNAL. Dr. Cr. 
Share Capital A/c - || 150,000 
To Sundry Shareholders A/c | 150,000 
Balance transferred. 
Realisation A/c .. . -|| 209,500 
To Plant and Machinery 566 100,000 
», Goodwill .. ae 20,000 
postock we re an 25,000 
», sundry Debtors .. aie 24,500, 
sn LOL ANG eOSs ane Be t 40,000 


Balances transferred. 
SSS ae 
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JOURNAL—continued. 


Realisation A/c 5 
To Reconstruction Expenses : 
Balance transferred. 


Trade Creditors 
To Realisation A/c .. 
Balance, after payment of com- 
position, transferred. 


15,000 


New Co., Ltd. aie te ay 

To Loan Creditors (bonus) 

», Realisation A/c ‘ Ail 
Purchase price of business as 

per Agreement dated 


121,000 


Sundry Shareholders 75,000 
To Realisation A/c 


| Loss on realisation transfer red, 


New Co. Shares 

New Co. Debentures 
To New Co., Ltd. 50 ; 

Receipt of Shares and Deben- 
tures in part payment of pur- 
chase price of business. 


75,000 
21,000 


Sundry Shareholders A/c 
To New Co. Shares A/c : 
Issue of 150,000 new Shares ot 
£1 each, credited with 10/- 
per share paid, in exchange for 
shares of the old Co. 


75,000 


Loan Creditors .. é 21,000 
To New Co. Debentures AIC a. 
Issue of Debentures in satisfac- 


tion of Loans and 5 % bonus. 


15,000 


120,000 


75,000 


96,000 


75,000 


21,000 


500 


1,000 


Dr. CASH BOOK. 


Receipts. Payments. 


| 
| 


By Reconstruction Expenses 

Trade Creditors (Cash 
composition of 12/6 in } 
the £ on £40,000) 


To rae 
» New Co., Ltd. 


” 
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LEDGER (PRINCIPAL ACCOUNTS). 


[COM 


Dr. REALISATION ACCOUNT. Cr. 
To Sundry debit By Trade Creditors 
balances . .|| 209,500 (balance) «.|| 15,000 
»» Reconstruction » New Co., Ltd + +|| 120,000 
Expenses... oe 500 », Sun, Shareholders | 
(loss) Q ++|| 75,000 
210,000 | 210,000 
Dr. TRADE CREDITORS. Cr. 
To Cash (composition By Balance .. 40,000 
of 12/6 in the £) 25,000 
1» Balance to 
Realisation A/c ..|| 15,000 
40,000 40,000 
Dr. LOAN CREDITORS. Cr. 
To New Co, Debenture By Balance... 20,000 
Alc ne ++|| 22,000 »» New Co., Ltd., 
Bonus of 5 % 1,000 
21,000 21,000 
Dr. NEW CO., LTD. Cr. 
To Realisation A/c & By Cash 25,000 
Trade Creditors ..|| 121,000 »» Shares 75,009 
»» Debentures. . 21,000 
} 121,000 |121,000 
a — = = 
| | | 


The entries in the New 


follows— 
JOURNAL. Dr. Cr. 
Plant and Machinery ? 71,500 
Stock ote ae 30: oni) 20,000 
Sundry Debtors .. ais -e|| 24,500 
To Liquidator Gem Co., Ltd. . 121,000 

Sundry assets taken over as per 

ASTeeMent Gated. ts ate 


1 The adjusted value of the Plant and Machinery is arrived at by taking the difference 
between the purchase price and the total of the other two assets. 
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JOURNAL—continued. Dy Cr. 


Liquidator Gem Co., Ltd. .-|| 96,000 
To Debentures A/c .. an 21,000 
To Share Capital A/c oe 
Issue of Debentures, and of 
150,060 Shares of {£1 each, 
credited with 10/— per share 
paid, in part payment of pur- 
chase price of business. 


FirstiCall A/c 30 .-|| 37,500 

To Share Capital oe Se 
5/— per share on 150,000 shares, 

as per scheme of reconstruction . 


37,500 


Dr. CASH BOOK. Cr. 


Receipts. Bank. Payments. Bank, 


7 


To First Call A/e  .. -+|| 37,500 


| By Liquidator Gem Co., Ltd../| 25,000 


BALANCE SHEET OF THE NEW GEM CO., LTD. 


Capital and Liabilities. Property and Assets. 
Nominal Capital :— Plant and Machinery -.|| 7,500 
200,000 Shares of Stock .. ne 50 »-|| 25,000 
frveach’ s5 £200,000 Sundry Debtors oe -.|| 24,500 
Issued Capital :-—- ———= Cash at Bank.. AG eal}, 22,500 


150,000 Shares of £1 each, 
15/- per share paid —_,.. || 112,500 
Debentures .. os ++|| 21,000 


133,500 133,500 


J 
| 


Nominal, Unissued, and Uncalled Capital shown in the 
Books.—In the Colonies, and also with some British Com- 
panies, it is the practice to open accounts in the Ledger to 
record not only the Issued and Called-up Capital, but the 
Nominal, Unissued, and Uncalled Capital as weil. 

Example.—A Limited Company was formed with a 
Registered Capital of £200,000 in {1 shares. Of these shares, 
50,000 were issued to the vendor, as fully paid, in part dis- 
charge of the purchase price of the business; and 50,000 
were subscribed by the public, payable 2s. 6d. per sbare on 
application, 2s. 6d. on aliotment, and 5s. on a first call. The 
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money was duly received with the exception of the call on 
100 shares. Record these facts in the books, and show how 
the Capital would appear on the Balance Sheet. 


JOURNAL. Dr. Cr. 
Unallotted Shares A/c .. ee|| 200,000 
To Nominal Capital A/c a5 200,000 


200,000 shares of £1 each, as per 
Memorandum of Association. 
Vendors .. .-|| 50,000 

To Unallotted Shares ‘Alc ae 50,000 

50,000 shares of £1 each, credited 

as fully paid, as per Agreement 
Gated Nisei teva ita 


Uncalled Capital A/c .. --|| 50,000 
To Unallotted Shares A/c .. 50,000 

50,000 shares of {1 each sub- 
scribed by the public. 


Application A/c .. Ase 6,250 
To Uncalled Capital Ale a 6,250 
2/6 per share on 50,000 shares. 
Allotment A/c .. oat 6,250 
To Uncalled Capital A/c a 6,250 
2/6 per share on 50,000 shares. 


| First Call A/c fe sell 42,000 
To Uncalled Capital Alc e 12,500 
5/— per share on 50,000 shares. 


LEDGER. 
Dr. NOMINAL CAPITAL. Cr. 
| | | | By Unallotted Shares .|| 200,000 | | 
Dr. UNALLOTTED SHARES. Cr, 
To Nominal Capital ..|| 200,000 By Vendors «|| 50,000 
», Uncalled Capital ++|| 50,000 
200,000 100,000 te 
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Dr. UNCALLED CAPITAL. Cr. 
To Unallotted Shares ..|] 50,000 By Application A/c 6,250 

», Allotment A/e 6,250 
» First Call A/c 12,500 
303008 25,000 righ 
i je 
Dp. FIRST CALL ACCOUNT. Cr. 
To Uncalled Capital . 12,500 | | By Cash . 12,475 | | 
BALANCE SHEET. 
Capital and Liabilities. 
Nominal Capital :— 
200,000 shares of £1 each 200,000 
less Unallotted Shares— 
100,000 shares of £1 each -- || 100,000 
Issued Capital Be - || 100,000 
less Uncalled Capital— 
10/— per share on 50,000 shares . || 25,000 
Called-up Capital .. sie . || 75,000 
less Calls in Arrear oc 25 
Paid-up Capital 74,975 


When a company has different kinds of shares, then separate 
accounts must be opened for each kind, thus—Unallotted 
Preference Shares, Unallotted Ordinary Shares, Uncalled 
Preference Capital, Uncalled Ordinary Capital, etc. 


Accounts and Balance Sheet of a Limited Company.— 
Table A of the Companies (Consolidation) Act, 1908, enacts 


as follows— 


ACCOUNTS. 


103. The directors shall cause true accounts to be kept— 
Of the sums of money received and expended by the Company and 
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the matter in respect of which such receipt and expenditure takes 
place, and 

Of the assets and liabilities of the Company. 

104. The books of account shall be kept at the registered office of 
the Company, or at such other place or places as the directors think 
fit, and shall always be open to the inspection of the directors. 

105. The directors shall from time to time determine whether and 
to what extent and at what times and places and under what condi- 
tions or regulations the accounts and books of the Company or any 
of them shall be open to the inspection of members not being directors, 
and no member (not being a director) shall have any right of inspecting 
any account or book or document of the Company except as conferred 
by statute or authorised by the directors or by the Company in general 
meeting. 

106. Once at least in every year the directors shall lay before the 
Company in general meeting a Profit and Loss Account for the period 
. since the preceding account, or (in the case of the first account) since 
the incorporation of the Company, made up to a date not more than 
six months before such meeting. 

107. A Balance Sheet shall be made out in every year and laid 
before the Company in general meeting made up to a date not more 
than six months before such meeting. The Balance Sheet shall be 
accompanied by a Report of the directors as to the state of the Com- 
pany’s affairs, and the amount which they recommend to be paid by 
way of dividend, and the amount, if any, which they propose to carry 
to a Reserve Fund. 

108. A copy of the Balance Sheet and Report shall, seven days 
previously to the meeting, be sent to the persons entitled to receive 
notices of general meetings in the manner in which notices are to be 
given hereunder (7.e., by post to their registered address, or personally, 
or by advertisement in a newspaper). 


Table A of the Companies Act, 1862, prescribed a form 
of Balance Sheet for Limited Companies, which has con- 
sequently been adopted by such companies for a number 
of years. It is not included in Table A of the 1908 Act ; 
but, as the old statutory form of Balance Sheet is, however, 
still so largely followed by Limited Companies, it has been 
thought advisable to give a facsimile of it on the next 
page. 


Special Documents of a Limited Company.—Under this 
heading are included Application Form for Shares, Letter 
of Allotment, Letter of Regret, Return of Allotments, Notice 
of Call or Call Letter. Copies of these are given here. 
Others, such as Share Certificate, Share Warrant, Debenture 
Bond, Transfer, etc., will be found in their appropriate 
alphabetical section. 
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RETROP MANUFACTURING COMPANY, LIMITED. 


(Incorporated under the Companies Acts, 1908 to 1917.) 
Issue OF 100,000 PREFERENCE SHARES OF {1 EACH AT Par. 


FORM OF APPLICATION. 
To the Directors of the 
RETROP MANUFACTURING COMPANY, LIMITED. 


Gentlemen, 
Having paid to your Bankers the sum of £...........-. , being 
a deposit of 2/6 per Share on........ Preference Shares of {1 each, 


I agree to purchase that number of the said shares, or any smaller 
number that you may allot to me, upon the terms of the Prospectus 
dated 4th November, 19.., and to pay the balance of the purchase 
money by the instalments specified in the said Prospectus, and I 
authorise you to place my name on the Register of Members as the 
registered holder of the said Preference Shares. 


SSTSNGALUNED cretetale a iesweieitelal nets wietntaterel en erete Sieter a0 


NG@Me:272HAll «aco eects, cess asuton aieleea Sena tein aie eeccera scernke 
(State whether “ Mr.,” “‘ Mrs.,” or “ Miss,” and title, if any.) 
Address in full 


eee eee eee we ee eee eres eee resereseeseses 


Coe eee emer ere ee re oeeeeeeeere essere eeeeee 


vt 


CoO eee OOOH e ee He eeeeeeeeeeeeeeeeeeee 


Occupation 


This form should be filled up and forwarded Entire, together with the deposit of 2/6 | 


per Share on the number of Shares applied for, to the Company’s Bankers, THE SaFE BANK, 
LrmitEp, Hittcorn, Lonpon, E.C. | 


A separate Cheque must accompany each application. | 
RETROP MANUFACTURING COMPANY, LIMITED. 
BANKERS’ RECEIPT. 


Toe Hwee ee we eee we meee eee eee ee eeeeeeereeeeeeeHeeeeeeeneeeeeeee 


Ce ed 


for the credit of the RETROP MANUFACTURING COMPANY, 
LIMITED, being a deposit of 2/6 per share on........ Preference 
Shares of £1 each in the above-named Company. 


For THE SAFE BANK, LIMITED, 


£ : : fagospccde Stamp. 


ev eereesseoeececs 


Cashier. 


This Receipt, when returned by the Bankers, must be preserved and exchanged in due 
course for share Certificate. 
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RETROP MANUFACTURING COMPANY, LIMITED. 
(Incorporated under the Companies Acts, 1908 to 1917.) 


LETTER OF ALLOTMENT. 
INO iss ocere 3 oie. Registered Office, 


£5 or over, 6d» 
Stamp. 
under £5, 1d. 


Sir or Madam, 


In accordance with your application for Shares in the above 
Company, I beg to inform you that the Directors have allotted you 


2 GOMOD Preference Shares of £1 each. 
The amount payable on application and allotment in respect of the 
said Shares is i 5 
You have paid on application £ : 
Balance due from you £ 


which sum must be paid to the Company’s Bankers, THE SAFE 
BANK, LIMITED, Hillcorn, London, E.C., on or before the........ 
instant. 


Yours faithfully, 


eee eee eee eee ee sere esos ee jg- j= #8 © 8 eee eeeeereesereoe 


6 ob 68 4 YbIdG BOD GON SQ OE Secretary. 


This form must be forwarded EnT1RrE, together with remittance to the Company’s Bankers, 


RETROP MANUFACTURING COMPANY, LIMITED. 
BANKERS’ RECEIPT. 


RIP CELVE DEtDIS te aiacjae ciele CEN Cioo.onpacooanboo OUTS 4 3G) 
BRON) 5 Kono HRS S Ob Oe DOU DCO C0000 6 SU OOOO DOOHCD OCU Oe OOOnIO arr ee 
BOS! SOMO og Rip Git 00.6 OO. OOO DOE OIRO ODIO OO II 
Wrehaves, 5 Geo 6ae per Share payable on allotment of......... Preference 
Shares of £......-. each in the above Company. 


For THE SAFE BANK, LIMITED. 


eoecverrers SEND) '\ocre0 6.0 0 1670.0 eoce 


Cashier. 


ee 


This Receipt, when returned by the Bankers, must be preserved and exchanged in due 
course for Share Certificate. 


J i a 
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RETROP MANUFACTURING COMPANY, LIMITED. 


(Incorporated under the Companies Acts, 1908 to ry 17.) 


LETTER OF REGRET 


INOea nc 66806 Registered Office, 


Sir or Madam, 

With reference to your application for Shares in the above 
Company, I beg to inform you that owing to the over-subscription of 
same, the Directors regret they are unable to make you any allotment. 


I enclose herewith a cheque for £ ‘ : , being the amount 
deposited by you on application for the said shares, and shall be 
obliged if you will kindly sign and return the Receipt at the foot of 


this form. 
Yours faithfully, 


a | 


RETROP MANUFACTURING COMPANY, LIMITED. 


RECEIPT. 
INO go 6 beech nakon kes 
1 i ecm 0a HID OS 19 
RECEIVED of the above-named Company the sum of........ 
TOGO E OOO So oman. 00 A j.0 OG , being refund of amount paid on 
application for........ Preference Shares in the above Company not 
allotted. 
SUP ALUN Cn. erie SHUMPS, | V\ele cis ietetsrctale leven erore 
£ : 
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Certificate No....... 2oSio8 


THE COMPANIES ACTS, 1908 TO 1917. 


RETURN OF ALLOTMENTS from the .... 


BP 


| Gay Oke ente: ade cece pO ete tOgtheusrre oc : . Registration 
GaiyiOtevrerens avescarene cold Gita. Acre Lean Hegre Stamp. 7 
0.5 FOO Oe FSIS CRORE ONCE IO pieteisien) LeAmIteds. 


Made pursuant to Section 88 (1) of the Act. 
(To be filed with the Registrar within one month after the allotment is made.) 
| 
f+ Number of Shares allotted payable in Cash ........+-ss.s.c+5-0s 
3 33 Fs Ay OCIS CO AGO ol Oooo Homcinn 


Nominal amount of the shares so allotted 


CC 


” Be ip > SSR te itsceueKeiea ous ave Aa tochie hes 
Amount paid or due and payable on each such share ............. 
# 5 aD 7 .  . Mowidouco gdm 
Number of Shares allotted for a consideration other than Cash....... 
” ” ” ” ”» 4 ay Fin mn Cenerrenelier ans 
Nominal amount of the shares so allotted ...............000. bvarars 
” op 5 rf Fed CraheietahclalaVe te canshstmetere estate os 
Amount to be treated as paid on each such share............+--05- 
a3 ey fs 7 ap h ObiadoooNOSGoagear 
The consideration for which such shares have been allotted is as 
follows :— 


1 Distinguish between Ordinary, Preference, Deferred, etc. 


NAMES, ADDRESSES, AND DESCRIPTIONS OF THE ALLOTTEES. 


Number of Shares Allotted. 
Surname, | Christian Name. Address, Description... ——___ —_——_—__- 
Ordinary.| Preference.| Deferred. 


SUCH ALUV En Holeieles ole cleiers siciciclw sicieinie >) eles os nels eel 
Secretary. 
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RETROP MANUFACTURING COMPANY, LIMITED. 
(Incorporated under the Companies Acts, 1908 to 1917.) 


NOTICE OF CALL. 


FIRST CALL OF 5/- per SHARE on PREFERENCE SHARES. 
(Making...... Se c per share called up.) 


INO veteisisiote sletsloie 2 Registered Office, 
19 


er 


Sir or Madam, 

I beg to give you notice that a First Call of 5/- per share on the 
Preference Shares has been made by the Board of Directors in 
accordance with the terms of the Prospectus. 

The amount payable by you in respect of the........ shares in 
this Company of which you are the registered holder is £ ee 
and I have to request that you will be good enough to pay this sum 
to the Company’s Bankers, THE SAFE Bank, LIMITED, HILLcorN, 
LONDON, 92.C:) On Of DELOLe CHO sielelalerclerccalwiate instant. 

Yours faithfully, 


eee eee ere eeeee ee eeeveeoeeeveeeeeeeeeeee eee 
aijer-sitbce rela eneeratehe Tate lete oye Secretary. 
This form must be forwarded Entire, together with remittance, to the Company’s Bankers. 


. . ° . ° 


RETROP MANUFACTURING COMPANY, LIMITED. 
BANKERS’ RECEIPT. 


IN OF ererapetsteraisteraiccs 
RECEIVED tthisiverns eieratrele Cav sOlhecete cst teitmetlere siaierettets 7 19k, 
PLOW ..: Win evscois eo olwiere Ateleroiatalaceta e ateaatale a ieke re teie ecereneteener ane isreneteie ena rereteree ‘ 
CHE] SIT OF,..:o.e sive Syeite ahora eae atterarere ole aserblererptemie ot state al aeONNNCG mn rere teenenat are 
being 5/— per share payable on First Call on............ Preference 


Shares in the above Company, 
For THE SAFE BANK, LIMITED, 


eoccccccce Stamp. elekeleleieieleyeieiste alsiete 


Cashier. 
This Receipt, when returned by the Bankers, must be preserved and exchanged in due 
course for share certificate, 


Wier sees Sha, _s 
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Rulings of Statistical Books. Specimens are given on 
pages 255 and 256 of the Application and Allotment Book, 
and the Call Book. Others, such as Share Ledger, Stock 
Ledger, Debenture Ledger, Transfer Register, Mortgage 
Register, etc., will be found under their respective headings. 

COMPENSATING ERROR.—(See Error.) 

COMPOSITION.—(See Bap DEsts.) 

CONSIGNMENT.—Consignments are of two kinds: Inwards 
and Outwards. 

CONSIGNMENT INWARDS.—An Inwards Consignment is 
the receipt of a quantity of goods (consignment) by a person 
(consignee) in this country from a person (consignor) in some 
country or place abroad, for the purpose of sale, the seller’s 
remuneration (commission) being a certain percentage on the 
amount for which the goods are sold. In fact, an Inwards 
Consignment is simply the other side of the Outwards Con- 
signment, that is, as it appears in the books of the 
consignee. 

Difference between an Inwards Consignment and a Purchase 
of Goods.—When we buy goods of a person, the property in 
them passes to us; and the person from whom we bought 
them becomes our creditor, and we owe him the money for 
the goods. But when we receive a consignment, the owner- 
ship of the goods does net vest in us, but remains in the con- 
signor. We are, therefore, merely his agent; we do not owe 
him for the goods, for we have not bought them, but only 
agreed to take charge of them and try and sell them for him. 
Again, when we purchase goods, they are not returnable if 
they cannot be sold. But, with a consignment inwards, we 
may return the goods if we cannot sell them. 

Difference between a Consignment Inwards and an Ordinary 
Sale of Goods on Commission.—As regards a Consignment 
Inwards, we receive possession of the goods to be sold, and 
on selling any of them, we record the sale in our books, 
opening a Ledger account for the particular debtor if the 
goods have been sold on credit. In the other case, we do 
not receive possession of the goods, but simply sell from 
samples. And on effecting a sale, we pass the order on to 
the principal, booking up merely our commission, together 
with any expenses paid out for postage or carriage of samples, 
etc. 

First Method of Dealing with a Consignment Inwards. 
—There are two methods in vogue with respect to the 
257 
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treatment of an Inwards Consignment in the books of the 
consignee. When wereceive the goods we should, theoretically, 
make no entry in the financial books; because, not having 
contracted a liability we cannot logically book up one. 
According to the first way, therefore, when the goods are 
received, no entry is made in the books of account, the record 
being passed through a memorandum book, called ‘“ Con- 
signment Inwards Book ’’ or ‘‘ Consignment Stock Book,’’ 
the receipt of the goods being duly acknowledged. On the 
arrival of the goods, various sums of money may have to be 
paid out for dock dues, customs duties, unloading and cart- 
age, fire insurance, etc., also for freight and marine insurance, 
if these have not been paid by the consignor. If the con- 
signment is received into our own business premises, the 
goods must be kept separate from our own stock. Some- 
times the consignee has not sufficient room in his own ware- 
house to store the goods, and has temporarily to rent a 
separate warehouse, or pay for storage elsewhere. All these 
expenses will be entered on the credit side of the Cash Book 
and posted to the debit of the personal account of the con- 
signor. Students should note that with this method—by 
far the more usual—the term “‘ Consignment ”’ is never used 
in any of the books for a Consignment Inwards, all entries 
going through a personal account, either that of the person 
to whom we have sold the goods, or that of the person from 
whom we received the goods. After taking possession of the 
goods, we may send the consignor a sum of money as an 
Advance against the consignment, or he may draw on us for 
the same purpose. If the sales of the consignment are made 
on credit, the transactions are journalised, the purchaser 
being debited and the consignor credited. If the goods are 
sold for cash, the money will be entered on the receipts’ side 
of the Cash Book, ‘‘ To Consignor,” and posted to the credit 
of his account, as the money will belong to him. When the 
goods are all sold, a further Journal entry is made, debiting 
the consignor’s account and crediting a Commission Account 
with the commission due to us. We then forward to the 
consignor an Account Sales, giving him particulars of what 
the goods have been sold for, deducting our expenses and 
commission and any advance or remittance on account, and 
showing the balance still due to him. In settlement of this 
balance, we may purchase and send him a bank draft payable 
on demand or at a future date, or a bill payable in the 
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consignor’s place of business; or we may let the consignor 
draw on us. 

Second Method of Dealing with a Consignment Inwards.— 
In many cases, especially when the consignment is of con- . 
siderable value, some record is felt to be necessary in the 
financial books, a memorandum being deemed insufficient 
and unsatisfactory. A ‘ Consignment Inwards Account ”’ is, 
therefore, opened and debited with the invoice value of the 
goods, and the same amount posted to the credit of the per- 
sonal account of the consignor. This is, of course, a direct 
violation of principle, as the relationship of debtor and 
creditor does not as yet exist between the two parties to the 
consignment. The Consignment Inwards Account is credited 
with the sales of the goods, while the expenses and commis- 
sion are debited to the consignor’s personal account. When 
the goods are all sold, the balance of the Consignment Inwards 
Account, called the gross profit, is carried to the consignor’s 
account. This personal account is then closed by being 
debited with the draft or bill forwarded in settlement. of the 
amount owing. It should be mentioned, however, that 
accountants are by no means agreed as to the best way of 
dealing with the expenses on the consignment. Some debit 
them to the personal account of the consignor, keeping the 
Consignment Inwards Account as a Goods Account, as 
explained above; others prefer to charge the expenses and 
commission to the Consignment Inwards Account, the final 
balance of which, called the net profit, is transferred to the 
consignor’s personal account. A little reflection, however, 
will show that the terms “ gross’”’ and “net ”’ profit are, in 
these instances, far from appropriate. It is hardly our 
business to concern ourselves with the consignor’s profits at 
all; and since he has kept the original cost of the goods 
secret by invoicing them to us at fro forma or minimum 
prices, it follows that the apparent gross and net profits of 
the consignment, as shown by our books, and the actual 
gross and net profits, as shown by the consigno ’s books, 
may be widely different. 

Sales of the Consignment Inwards not to be Entered in the 
Sales Book.—When we sell any of the consignor’s goods, 
such sales must mot be entered in the ordinary Sales Book, 
as is thoughtlessly done by so many students. The Sales 
Book is kept to record simply the sales of our own goods, 
and we must not mix up the sales of other people’s goods 
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with ours. The requisite entries are, therefore, passed 
through the Journal if the consignment goods are sold 
on credit, and through the Cash Book if sold for ready 
- money. 

Taking some of the Consignment Inwards for our own 
Business.—Should we take any of the goods pertaining to 
the consignment into stock for own use, this is equivalent 
to a purchase by us, and may either be journalised or entered 
in the Purchases Book in the ordinary way. Students must 
remember that this will count as a sale by us when we come 
to reckon up the total sales for the purpose of calculating 
our commission. 

Rendering the Account Sales.—When part of the goods 
has been sold, we may send the consignor an Account Sales 
for this particular part, or simply forward him a remittance 
on account, and render the Account Sales only when the 
whole of the goods have been disposed of. When we render 
an Account Sales, it will really be a copy of our Ledger 
account or accounts with the consignor, giving him parti- 
culars of what the goods have realised, and of the 
various expenses and commission in connection with the 
consignment. 

Example 1.—Received Consignment of Goods from Smith 
& Co., valued at £800. Paid Customs Duties £25, Landing 
Charges and Carriage £10 11s. 6d., Fire Insurance £10. Sent 
Smith & Co. an Advance of £250. Sold part of Smith & Co.’s 
goods to Jones Bros. for £400, and the remainder for cash 
£650. Charged Smith & Co. agent’s commission 5 per cent., 
and del credere commission 24 per cent. Paid Brokerage 
2 per cent., £21. Sent Smith & Co. Account Sales, and 
Sight Draft for balance due. Make the necessary 
Journal and Cash Book entries, and show also the Ledger 
accounts. 


Dr, CASH BOOK. Cr. 
Receipts, 

To Smith & Co. .. re ++|| 650 By Smith & Co. (Custom Duties) .|} 25 
F¥5 do. (Landing & Carriage)|| 10 |r1] 6 
Pe do. (Fire Insurance) ..|| ro 
a do. (Advance) .. -+|| 250 
. do, (Brokerage .. Salter 
y; do, (Sight Draft) --|| 654 |13] 6 
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JOURNAL. Dr. Cr. 


Jones Bros. . 52 oc || 400 
To Smith & Co, a6 400 
Sale of part of the Inwards Consigt. 


Smith & Co. .. ae oe --j) 78 15 

To Commission c 78 \15 
5% Agent’s Commission on{l, 050 Sales 
24% Del Credere ,, 09 


” 


LEDGER. 
Dr. SMITH & CO. Cr. 


To Cash (Custom Duties). 25 By Cash .. 56 «|| 650 
» 99 (Catriage, etc.) .. Io |11| 6 », Jones Bros. .. +-|| 400 
» 9) (Fire Insurance).. 10 
1» 5, (Advance) --|| 250 
ow ©6(Cerokerage) .. 21 
», Commission .. we 78 15 
», Cash (Sight Draft) ..|| 654 |13] 6 


1,050 1,050 


Example 2.—Received Consignment of goods from P. 
Robinson, invoiced together with Freight and Marine Insur- 
ance charges at £950. Paid Landing and Carriage £19 10s. 6d., 
Warehousing £15, and Fire Insurance £9. Robinson drew 
on us at two months for £200 as an Advance against consign- 
ment. Sold part of Robinson’s goods to F. Smith for £350, 
part for cash £350, took part into stock for my own use £300, 
the remainder £200 being unsold. Paid Auctioneer’s Fees 
£10 10s., Auction Room Expenses (printing, stationery, etc.) 
£5 11s. 6d., and Brokerage £7. Charged Robinson 5 per cent. 
Commission on Sales. Forwarded him Account Sales, and 
Draft at two months for the amount due. Make the neces- 
sary entries in the Cash Book, Journal, etc., and show also 
the Ledger accounts. 


First Way— 
Dr, CASH BOOK. Cr. 
Receipts. 
To P, Robinson .. we. + «|| 350 By P. Robinson (Carriage, etc.) ..|| 19/10] 6 
a do, (Warehousing) eel <5 
cb do. (Fire Insurance) .. 9 
rs do, (Auctioneer’s Fees) .|| 10 |to 
i do, (Auction Room Exs.) 5.|r1| 6 
cr do, (Brokerage) oe v 
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PURCHASES BOOK. 


P. Robinson .. be oi aye 
Goods from Consignment .. oe 300 
JOURNAL. Dr. Cr. 
F. Smith os de 40 . {| 350 
To P. Robinson .. 350 : 
Sale of part of the Inwards Consign- 
ment. 
PA ObiInSOnl us Bion esis sap oO 
To Commission ae 50 
5 % on Sales of Inwards Consign- 
ment, £1,000. 


BILLS PAYABLE BOOK. 


Date To whom Amount Date Terni Due 
given. given. of Bill. of Bill. Date. 
P. Robinson 200 | o| o 2 mos. 
P. Robinson 683 | 8] o 2 mos. 
LEDGER. 
DY ey. P, ROBINSON. Cr. 
To Cash (Carriage, etc.) .. Ig |10| 6 By Cash .. ee e+] 350 
» 99 (Warehousing) .. 15 » F. Smith oe eell> 350 
»» _», (Fire Insurance).. 9 », Purchases A/c } 
» Bill Payable .. «|| 200 or Goods .. ees 
», Cash (Auctioneer’ sFees) Io |r0 
» 9 (AuctionRm.Exs.) 5 |1r| 6 
» _» (Brokerage) wie 7 
», Commission .. On 50 
», Bill Payable .. «|| 683 | 8 
1,000 1,000 
Second Way— 
LEDGER. 
Dre CONSIGNMENT INWARDS. Cr. 
' To P. Robinson .. 950 By Cash a ++|| 350 
», Balance (gross profit) » F. Smith nh +e] 350 
! transferred to P, } 250 », Purchases A/c 
| Robinson’s A/c or Goods .. } 300 
‘ », Stock unsold... c/d |} 200 
1,200 1,200 
To Balance se DIG 200 ene 
l 
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Dr. P. ROBINSON. Gr 
To Cash (Carriage, etc.) .. Ig |10} 6 By Consignment A/c 959 

oe) eds 15 ” »» (gross 
- ire Insurance).. 9 ro fit oe . 
e Bill Payable .. 5 200 fed oy 
», Cash(Auctioneer’sFees) Io |10 
»  », (AuctionRm.Exs.) 5 |11]} 6 
», (Brokerage) oe 7 
», Commission we 50 
», Bill Payable .. 683 | 8 
- Balance (Stock unsold) 
c/d 200 
1,200 1,200 rib 
By Balance b/d 200 
Or, 
Dr. CONSIGNMENT INWARDS. Cr. 
| 
To P. Robinson . 950 By Cash .. «|| 350 
», Cash (Carriage, etc. ya IQ |10) 6 i Be omith 350 
»» 9», (Warehousing) .. 15 », Purchases A/c 
»» 4 (Fire Insurance) . 9 or Goods, 320 
+» 9, (Auctioneer’sFees) Io |I0 », Stock unsold.. c/d |} 200 
» 4, (AuctionRm,Exs.) 5 |r1] 6 
» 9» (Brokerage) 7 
», Commission .. ow 50 
», Balance (net profit) 
transferred to P. } 133 | 8 
Robinson’s A/c 
1,200 1,200 
To Balance we Did 200 
Dr. P. ROBINSON. Cr. 
To Bill Payable(Advance) |} 200 By Consignment A/c 950 
» Bill Payable rt oe 683 | 8 ” » (net 
Balance (Stoc profit) 133 | 8 
Mi unsold) 0 ‘| fa 299 
1,083 | 8 1,083 | 8 
By Balance b/d || 200 
| ee 


Inwards Consignment on Balance Sheet.—By the First 
Method an Inwards Consignment will not appear on the 
Balance Sheet at all, as it will never be entered in the books. 
If the goods are still unsold at balancing time, however, any 
advance that has been made, together with the expenses up 
to the date of balancing, will be shown on the Assets’ side, 


thus (Example 2)— 
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BALANCE SHEET. 


Liabilities. Assets, 
| P. Robinson— 
(Advance and Expenses on 
Inwards Consigument) --|| 243 |r0| 6 


Second Method— 
BALANCE SHEET. 


| Assets, 


Liabilities. 
P. Robinson a0 a «-|| 950 Consignment Inwards. .|| 950 
less Advance and Expenses on 
Consignment Inwards «|| 243 |To| 6 


——|—|—|| 706! 9) 6 
a 


As it is, however, owing to part of the stock being unsold, 
we shall have the following entries— 


BALANCE SHEET. 


Liabilities, Assets, 


P, Robinson + +|| 200 Consignment Inwards 


CONSIGNMENT (JOINT).—(See JornT Account.) 

CONSIGNMENT OUTWARDS.—An Outwards Consign- 
ment is the despatch of a quantity of goods from this country 
to some country or place abroad for the purpose of sale, the 
seller being remunerated by means of a small percentage, 
called commission, on the amount for which the goods are 
sold. The person who sends out the goods is known as the 
consignor, the person to whom the goods are sent is termed 
the consignee, while the goods themselves form the 
consignment. 

Difference between a Consignment and a Sale.—There are 
two differences between a consignment of goods and a sale 
of goods. When we sell goods to a person, the property in 
the goods passes to that person, who becomes our debtor and 
owes us the money for the goods. But when we consign 
goods to a person, the ownership of the goods does not pass 
to that person, but remains in the consignor; hence the 
consignee is not our debtor, but merely our agent. He does 
not owe us for the goods, as he has not bought them, but only 
agreed to take them into stock and try and sell them for us. 
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Another difference is that in a consignment of goods the 
goods are returnable if they cannot be marketed; but in a 
sale of goods they are of returnable, except for some very 
special reason, such as the goods being damaged or of the 
wrong kind. 

Pro Forma Invoice.—When the goods are despatched, a 
pro forma invoice is sent with them giving particulars of the 
goods; namely, description, number or quantity, weight, 
prices, marking, packing, etc. The goods are dealt with in 
the consignor’s books at cost, but are generally invoiced to 
the consignee at a certain percentage above cost. In such 
cases the consignee may sell the goods at the invoice price, 
which represents the minimum price, or at as high 
a price as he can obtain, being induced to do this by the 
offer of a commission of so much per cent. on the actual 
amount of the sale; so that the more he sells the goods for, 
the greater his commission. He may not, however, sell the 
goods below the invoice price without previous reference to 
the consignor. The latter would consent to this only in the 
case of adverse market conditions, and then, probably, only 
if the loss on the sale were less than the expense of having 
the goods sent back. If credit is taken in the books for any 
profit before it is realised—and this is the case when goods 
are entered up at pro forma prices—such profit must, at 
balancing time, be transferred to a ‘‘ Consignment Suspense 
Account ” if the goods are still unsold. It is much better, 
however, ot to anticipate the profit, as market conditions 
change very suddenly at times, and might easily convert the 
expected profit into an unexpected loss. 

Expenses on Consignment.—In sending goods abroad, 
certain expenses will be incurred. There will be carriage 
to the dock, and dock dues, the shipping company will 
charge freight, and the goods will require to be insured 
against loss at sea. All expenses on the consignment must 
be kept separate from the other business expenses and posted 
to the Consignment Account, in order that we may be able 
to find the exact profit on the consignment itself. These 
expenses will be debited to the Consignment Account through 
the consignor’s Cash Book if they are paid, or through the 
Journal if they are not paid, thus— 


Consignment Account Dr. 
To Railway Co. (carriage) Cr. 
,, Shipping Co. (freight) Cr. 
,, Insurance Co. (insurance) Cr, 
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When the goods arrive at their destination there will be 
further expenses to defray, namely, dock dues, unloading 
and carting charges, fire insurance, and possibly warehouse or 
storage rent. If the goods are sold in lots by public auction, 
then auctioneer’s fees, and auction room expenses, printing, 
stationery, advertising, etc.—all these charges will have to 
be met; or if the sale is effected through a broker, then 
there will be the claim for brokerage to discharge. These 
expenses will be paid by the consignee, and debited in his 
books to the consignor. When settling with the consignor, 
the consignee will deduct these charges, and also his com- 
mission, from the proceeds of the sale, and remit only the 
balance, less, of course, any advance or remittance on account. 
In this way herecovers the money he has disbursed and, at the 
same time, obtains his commission. The student must remem- 
ber that the commission is charged on the gross amount of the 
sale, that is, before any expenses are taken into consideration. 

Special Consignment Books and Marks.—When consign- 
ments are very numerous a separate Consignment Day Book 
and Consignment Ledger are kept, the total of the Consign- 
ment Day Book being credited monthly to a “ Goods on Con- 
signment Account ” in the General Ledger. For the sake of 
distinction, the name of the consignee is sometimes entered 
in the Ledger, and sometimes the name of the place to which 
the goods have been sent, as, for example, “‘ Consignment to 
A. Brown,” or “ Consignment to Capetown.” But if there are 
several to the same person and place, it is obvious that this 
means of differentiating will not be adequate. For better 
identification and greater facility of reference, each consign- 
ment, in such cases, receives a special distinguishing number 
similar to the plan adopted with contracts. 

Advances on Consignments.—It is usual for the consignee 
to remit a certain sum of money as an advance against the 
consignment. This is not a part payment of the consign- 
ment, because no part of the goods is as yet sold. It is 
simply an advance by way of security for the large amount of 
goods that has been sent to the consignee. Instead of sending 
over money from himself or through his London agent, he 
may arrange for the consignor to draw a bill on him at one 
month, or two months, according to circumstances. Advances 
and remittances on account should always be posted to the 
personal account of the consignee, and not to the Consignment 
Account. 
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Bills drawn against Consignments.—In some cases it is 
usual for the consignor to draw a bill on the consignee for the 
value of the consignment, or for the greater part of it, and 
to discount or sell such bill, so that he may not be prevented 
from having the use of the money until the goods are actually 
sold and paid for. The bill is discounted or sold to a bank 
having a branch or agent in the consignee’s place of business. 
The bill is drawn in a set of three vias, and is a documentary 
bill; for the bankers require the invoice, bill of lading, 
insurance policy, and letter of hypothecation to be attached 
to the bill as security against dishonour by non-acceptance 
or non-payment. They then forward the bill with the accom- 
panying documents to their branch or agent at the place of 
destination of the consignment. If the drawer of the bill is 
a well-known trader of sound financial standing, or if the 
consignee himself is held in good local repute, the banker’s 
agent will probably surrender the documents. on the con- 
signee accepting the bill. Otherwise, before parting with 
the bill of lading, etc., the representative of the bank will 
require not only acceptance but payment of the bill, allowing, 
of course, a rebate for the unexpired period of its currency. 

Discount on Consignment Bills——The bills drawn against 
consignments are generally discounted or sold by the con- 
signor. The discount or exchange charged by the bankers 
for cashing the bill is, however, dealt with in two different 
ways. In some businesses it is charged to the Discount 
Account in the usual way, being looked upon as an ordinary 
financial expense. In others, however, it is regarded as part 
of the expense connected with the consignment, and nothing 
to do with the other part of the business; and hence it is 
debited to the particular consignment in connection with 
which the bill was drawn. In like manner, when consign- 
-ments are financed by means of bank loans, the interest on 
such loans is charged to the Consignment Account. 

Del Credere Commission.—Del credere, pronounced “ dél 
kréd’-cr-é,” is an Italian phrase, signifying, literally, “of 
trust.’’ Since the consignee is only an agent selling goods 
on the consignor’s behalf, it follows that all expenses and 
losses incurred by him fall eventually on the consignor. 
Now, should the consignee in selling the goods make a bad 
debt, i.e., not receive payment for some of the goods sold, 
this loss must ultimately be borne by the consignor; 
for the consignee will remit only for that portion of the 
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consignment for which he himself has received payment. To 
prevent the possibility of a bad debt falling upon the con- 
signor, the latter may arrange to pay the consignee, in addi- 
tion to the ordinary agent’s selling commission—an extra 
commission, called a del credere commission. In return for 
this, the consignee guarantees the solvency of the purchaser ; 
in other.words, he makes himself responsible to the con- 
signor for payment of the proceeds of the consignment, 
whether he himself gets paid or not. 

Account Sales and Entries for Same.—When the goods are 
sold, the consignee will send the consignor an Account Sales, 
that is, a statement giving particulars of what the goods 
have been sold for, and detailing the various expenses 
attending the sale of them. On receipt of this document, 
the consignor will make a Journal entry in his books debiting 
the consignee (who has now become his debtor) and crediting 
the Consignment Account with the proceeds. This does not, 
however, dispose of the matter entirely; for the account 
sales is not money, as many students seem to think. The 
goods have still to be paid for, and the consignee’s account 
will continue to show a debit balance until a remittance is 
received in payment of the amount owing. Should a sight 
draft or bill in settlement be forwarded along with the 
account sales, the entry ‘‘ To Consignment” on the receipt 
side of the Cash Book, or “ Bill Receivable Dr. to Consign- 
ment” in the Journal, while theoretically correct, should be 
avoided. Two entries should be made as in practical work, 
namely, a Journal entry “ Consignee Dr. to Consignment,” 
for the net proceeds as per the Account Sales, and a Cash 
Book entry ‘ To Consignee”’ on the receipts side, or a 
further Journal entry ‘“ Bill Receivable Dr. to Consignee,”’ 
unless the bill is entered in the Bill Book, the idea being, 
wherever possible, to show money and bills as coming from 
persons rather than things. The Account Sales itself is 
either pasted into a special guard book, or else filed on a 
separate file, for the purpose of subsequent reference if 
necessary. 

Account Sales in Currency.—Where the Account Sales is 
rendered in currency, it will require to be converted into 
sterling before the figures can be dealt with. The rate for 
conversion will be the rate ruling on the day when the 
Account Sales is received. Should, however, payment be 
made at a later date, and a different rate be current when 
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the money is actually received, a Journal entry must be 
made transferring any profit or loss on exchange either to a 
“ Difference in Exchange Account,” or, if preferred, back 
to the Consignment Account, both ways being in use. 

Balancing the Consignment Account.—Three cases arise, 
namely, when the goods are (a) unsold, (0) fully sold, (c) 
partly sold. In the case of (a) the goods not being sold at 
balancing time, the amount of the Consignment Account, 
that is, the cost of the goods plus the freight, insurance, etc., 
will be shown on the Balance Sheet as an asset, being the 
value of a portion of our goods abroad. Any advance or 
remittance on account may either be shown as a deduction 
from the consignment on the assets’ side, or as a separate 
item on the liabilities side. When the goods have (b) been 
fully sold and the Account Sales duly entered up, the Con- 
signment Account is balanced. A debit balance represents 
a loss, while a credit balance denotes a gain, and such balance 
is carried to the Profit and Loss Account. In the case of (c) 
the goods being only partly sold, then the value of the stock 
unsold must be written in on the credit side of the Consign- 
ment Account before balancing, to ascertain the result. The 
profit or loss on the part actually sold will then be transferred 
to the Profit and Loss Account. The unsold stock, plus a 
proportionate amount of the insurance and freight charges, 
will be brought down as a debit balance in the Consignment 
Account, and will figure in the Balance Sheet as an asset, 
viz., as ‘‘Goods’’ or ‘Stock on Consignment.’ The con- 
signment expenses must, of course, be apportioned, other- 
wise the freight and insurance of the whole of the goods gets 
charged against the sale of part ot them. 

Account Current between Consignor and Consignee.—Some- 
times interest is brought into account with respect to the 
money transactions connected with the consignment, thus 
introducing an Account Current between the two parties. 
The consignee will charge interest on the various sums of 
money paid out for expenses or remitted on account, and will 
likewise allow interest on the cash proceeds of the consign- 
ment. The interest runs from the date the money is received, 
or paid, up to the time when the Account Sales with remit- 
tance in settlement, is forwarded to the consignor. (See also 
ACCOUNT CURRENT, ACCOUNT SALES, ADVANCES ON CON- 
SIGNMENTS, AGENTS’ ACCOUNTS, DOCUMENTARY BILLs.) 

Example 1.—Consigned to J. Smith, of Capetown, Goods 
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value £500, invoiced pro formd at 20 per cent. on cost, plus 
shipping charges. Paid Carriage £3, Freight £40, and Insur- 
ance {20. Received an Advance of £200 from Bennett & Co., 
his London agents. Received Account Sales from J. Smith 
showing that the goods had realised gross £760, and that 
his expenses and commission amounted to £70. Received 
sight draft for balance due. Make the necessary entries in 
the Consignor’s Journal and Cash Book, and show also the 
Ledger Accounts. 


JOURNAL. Dr. Cr. 


Consignment Account e --|| 500 
To Goods... <P aM 5 500 

Invoiced pro forma at 20 % on cost 
(£600), plus shipping charges. 


J. Smith 3a ah oe .-|| 690 
To Consignment Account .. BS 690 
Net proceeds as per Account Sales. 


Dr. CASH BOOK. Ce 
Receipts. Bank, Payments. | Bank, 
To J. Smith (advance) ..../|200 By Consignment A/c— 
», J« Smith (sight draft)! .|| 490 Carriage 3 Ashlee 28 
Freight .. ate wel) 40) 
Insurance .. an «s|| 20 


1 N,B.—Sight draft = cheque. 


LEDGER. 
Dr. GOODS ACCOUNT, Cr. 
| | | By Consignment A/c + +|| 500 | 
CONSIGNMENT ACCOUNT. 
Dr. (J. SMITH, CAPE TOWN.) Cr. 
- 
To Goods .. Ps + «|| 500 By J. Smith 36 + «|| 690 | 
», Cash (carriage) .. ae 3 
aera?) CReIE OC) Pe. «|| 40 
»» 9) _ (insurance) + «|| 20 
», Profit & Loss A/c (profit) || 127 
690 6o0| | 


SA: 
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Dr. J. SMITH. | Cr, 


= 


To Consignment A/c ++ || 690 By Cash 


” ” 


Example 2.—Consigned Goods value £750 to F. Brown, of 
Melbourne. Paid Freight, etc., {60, and Insurance £30. 
Drew on F. Brown, at 2 months for £250, as an Advance 
against consignment, and sold bill for £245. Received 
Account Sales from F. Brown showing that part of the goods 
had realised gross £750, and that his expenses and commis- 
sion amounted to £85. The stock unsold was valued, at cost 
price, at £250. Received draft at 2 months from F. Brown 
for amount due. Make the necessary entries in the Con- 
signor’s Journal, Cash Book, Ledger, etc., to record the 
above transactions. ‘ 


First Way— 
JOURNAL. Dy. Cr. 


Consignment Account. 56 || 750 
To Goods .. : 750 
Value of goods sent ‘to F, ‘Brown, 
Melbourne. 
F. Brown ; ne + || 665 
To Consignment Account ai (i 665 
Net proceeds as per Account Sales. 


Dr CASH BOOK. Cr. 
Receipts. Bank, Payments, Bank, 
To Bill Receivable .. ~+|| 250 By Consignment oe 
Freight, etc, C +.|| 60 
Insurance . «|| 30 
x Consignment Ale— 
Discount on Bill . at 5 
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BILLS RECEIVABLE BOOK. 


Date From whom Amount | Date of GRagin Due 
Received. Received. of Bill. Bill. 2 Date. 
F, Brown 270 | oO fo) 2 mos. 
F, Brown 415 f.) ° | 2 mos. 
LEDGER. 
Dr. GOODS ACCOUNT. Cr. 
= ] 
| | | | | By Consignment A/c 5 | 750 | 
| 
CONSIGNMENT ACCOUNT. 
Dr. (F. BROWN, MELBOURNE.) Cr. 
To Goods .. are ++|} 750 By F. Brown as F 565 
», Cash (freight) .. anit, 60 yy otock: “5: | £250. 
» 9 (insurance) 30 », Expenses— } c/d || 280 
is (discount on bill); | 5 #88 or tof £90 = 30 
AS Profit & Loss A/c (profit) || roo 
945 945 
To Balance .. -.  b/d|| 280 
Dy: F. BROWN. Gp: 
= 
To Consignment: .. «+ || 665 By Bill Receivable . 250 
” ” ” . 415 
665 665 
Dr. BILLS RECEIVABLE. Gr 
To F, Brown ee «|| 250 By Cash és | 250 | 
To F. Brown ae || 45 | ae, 
| 
Second Way— 
JOURNAL. Dr. Cr. 
Consignment Account... 55 -.|| 750 
To Goods on Consignment.. : 750 


a ae | 


| 
| Value of goods sent to F. Brown, 
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JOURNAL—continued. Dr. 


[CON 


F. Brown 6 00 + || 750 
To Consignment Account : 

Gross proceeds as per Account Sales. 

[ie sewn oases OR Sue eR on pe ee cre 

Consignment Account. . ae 55|\| 9 cor) 
To F. Brown ac 

Expenses and commission as per 

Account Sales. 


750 


85 


LEDGER. 
Dr. GOODS ON CONSIGNMENT. 


To Trading A/c ae : | 750 | | | By Consignment A/c 


.|| 750 


CONSIGNMENT ACCOUNT. 
Dr. (F. BROWN, MELBOURNE.) 


To Goods on Consignment|} 750 By F, Brown Je 
Cash (freight).. An 60 a LOCK s. 60) £250 
(insurance) : 30 », Expenses 
» 9, _(discount on ill) 5 #82 of £90 30 
F. Brown (expenses 
and commiission) .. 85 
Profit & Loss A/c (profit)|| roo 


” 
” ” 


To Balance v. b/d 280 


f c/d 


‘750 


280 


TRADING ACCOUNT. 


By Sales ., 


», Goods on Consignment 


PROFIT AND LOSS ACCOUNT. 


By Trading A/c 
(gross profit) 

», Consignment A/c 
(net profit) .. 


The difference consists in booking up both the gross proceeds 
and the expenses and commission instead of just merely the 
net proceeds, so that the Consignment Account shall show the 
full particulars. Another difference is in the opening of a 
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“Goods on Consignment ’’ or ‘‘ Consignment Outwards ’’ 
Account. This is done whenever Stock, Purchases, and 
Sales Accounts are kept in place of a Goods Account. It is 
not correct to put the consignment through the Sales Book, 
or through the Sales Account ; because it is not a sale of 
goods; and the goods may never be sold, but may be 
returned. And ‘even though it may be urged that the goods 
have been entered in the Sales Book and Sales Account at 
cost price, and no credit taken for any profit, yet the fact 
remains, that the turnover is being increased fictitiously. 

Consignment on Balance Sheet.—Suppose in Example 1 
the goods, at balancing time, had not been sold, the Con- 
signment Account would have appeared on the Balance 
Sheet thus— 


BALANCE SHEET. 


Liabilities. Assets. 


Consignment ee -» £563 
less Advance .. ee 200 
——+ 1136 
Or 
J. Smith a as «|| 200 Consignment A/c .. ag oe | 563 


In Example 2 the part of the goods remaining unsold at 
balancing time would be shown as under— 
BALANCE SHEET. 


CONSOLS.—This word is an abbreviation of the term 
“‘ Consolidated Stock ’’ or ‘‘ Consolidated Annuities.’’ Various 
sums of public money borrowed at different times by the 
Government were, in 1787, consolidated into one debt, called 
the “‘ Funded Debt,’’ as the various sources of revenue such 
as Customs, Excise, etc., were also consolidated, and the 
consolidated funds pledged as security for the payment of 
the interest. The Funded Debt is not a Loan in the ordinary 
sense of the word, as the Government is under no obligation 
to repay the money at any particular time. A person who 
invests in £100 worth of Consols is, therefore, really buying 
the right to an Annuity or annual payment of interest on his 
money. In 1888 the rate of interest was reduced from 
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3 per cent. per annum to 2? per cent., and in 1903 to 24 per 
cent. The interest on Consols, or Consolidated Annuities as 
they are called in the 1903 Act, is payable quarterly, on the 
fifth day of the first month of each quarter, namely, Jan., 
April, July, and Oct. The whole may be redeemed at par 
after 5th April, 1923. 

CONSULAR INVOICE.—An invoice which has been viséd 
(seen and endorsed) by the Consul of the particular country 
to which the goods are being exported. This is often neces- 
sary in order that such goods may be passed by the Customs 
Authorities at the port of destination. 

CONTANGO.—An extra commission charged by brokers on 
the Stock Exchange for carrying over a bargain from one 
fortnightly settlement day to another. 

CONTINENTAL SYSTEM.—(See JOURNAL.) 

CONTINGENT LIABILITY.—A liability that arises only on 
the happening oi a certain event, as, for example, bills under 
discount; if the acceptor dishonours the bill, then the 
endorsers and drawer become liable for payment.. Other 
examples of contingent liabilities are: (1) Arrears of dividend 
on Cumulative Preference Shares, (2) Uncalled Capital on 
Shares held in a Joint Stock Company. Such liabilities 
should be shown on the Balance Sheet in the form of a 
foot-note. 

CONTINGENT LIABILITIES (BANKRUPTCY). — (See 
STATEMENT OF AFFAIRS.) 

CONTRA.—(See CasH Book.) 

Per Contra.—Contrariwise ; as shown on the other side. 

CONTRACT NOTE.—A memorandum of a purchase or sale 
of any stock or marketable security effected by a broker for 
his client. 

CONTRACTS.—Legally, “every agreement or promise 
enforceable at law is a contract.” In a book-keeping sense, 
however, a contract is an agreement to carry out some big 
undertaking such as the erection of a hotel, church, school, 
sea-wall, bridge, etc., by builders and contractors; or the 
building of ships by a shipbuilder. Contracts are treated 
similarly to consignments; that is, a separate account is 
opened for each contract under a special distinguishing num- 
ber. Each contract is debited with the expenses incurred on it 
for materials, carriage, cartage, wages, plant, stores, extras, 
special items, etc., and credited with the instalments received 
on account. When all the work is done, and all the money 
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received, the balance of the Contract Account will represent 
the profit or loss on the undertaking, and will be transferred 
to the Profit and Loss Account. 

Materials Account.—Instead of a Goods Account, a 
Materials Account is kept. It is only a Goods Account 
under another name, but the name is much more suitable. 
Goods are things bought for re-sale; materials are things 
bought primarily for use. The profit is made not by the 
selling of goods, but on the work executed. The Materials 
Account is debited with the stock at commencement, and 
with the subsequent purchases of materials and stores; it 
is credited with the sales, if any, and with the value of the 
materials issued to the contracts. At balancing time it is 
credited with the stock on hand; and the balance of the 
account will then be either a profit or a loss on the materials 
dealt with during the period. The prices of building material 
fluctuate considerably, and at stock-taking the stock is con- 
sequently valued at market price if the latter is below cost 
price. This may result in the Materials Account showing a 
loss instead of a profit. 

Purchases.—If the ordinary two-column Bought Book is 
in use, then the credit purchases of such items as Plant and 
Expenses will have to be journalised. It is more usual, how- 
ever, to find a tabular Purchases Book employed, so that 
everything that is obtained on credit may be entered in it, 
and be analysed or extended into appropriate columns. 
Sometimes, however, special material is ordered for certain 
contracts, and is requested to be sent direct to the particular 
contracts, in order to avoid having to pay double carriage. 
In such cases the stuff never comes into stock at all, and 
when the invoice for it is received, a Journal entry is made 
debiting the contract and crediting the person from whom it 
has been purchased. The totals of the Bought Book columns 
are debited monthly to the Materials, Plant, and Expense 
Accounts respectively. 

Sales.—The ordinary Sales Book will not be required for 
the contracts if the materials used on them are charged out at 
cost price, as it is no sale; the Contract Accounts will be 
debited, and the Materials Account credited, either through 
the Journal, or from a special tabular ‘ Materials Is ued 
Book ’’ having separate columns for each contract. But if 
the materials are charged to the contracts at a percentage on 
cost, such transactions may then be put through the Sales 
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Book. There may also be genuine sales of bricks, slates, 
drain pipes, and other building material to small builders or 
dealers. The total of the Sales Book is posted monthly to 
the credit of the Materials Account. 

Wages.—The wages paid require to be very carefully dis- 
sected, in order to ascertain the exact cost of the labour on 
each contract. This necessitates the use of Pay Sheets and 
Wages Books provided with analytical columns similar to the 
following— 


WAGES SHEET 


HOTAU MEM VV. CCl eM CIM Sratsuevete wits ckelenalsiotisioie sola) 5 1Dece 
ContracteNowands Nameics saucers ra ticle iteuolelsvcdeicisisusKerele ols 
n 
edtas te Paees iba tes tl ce o Ex- Less |/Amount 
Trade. g\g & g Ble oe S Wages.|| penses.|| Subs. || Due. 
HH ct 
Foreman 
Carpenters .. 
Joiners 
Bricklayers . 
Masons 
Plasterers 
Labourers 
sc | || a | naa || | ee 
Signature of FOremanti....cccceccevecccccerscesccecssesses 
WAGES ANALYSIS BOOK. 
WGA Cauahine Shs co soofonod PLO rye 
| a | 8 5 pie 
No. of o e o os 2 a 4 x- 
Contract. a é 8 % 8 5 8 Wages|| peuses.|| Total. 
EI % a 3 
m Oo = fa} = ray 5 


LUE 


HH 


CON] DICTIONARY OF BOOK-KEEPING [CON 


Instalments on Contracts——A contract is agreed to be 
executed for a certain price; but the money is generally 
received by instalments, on production of a certificate from 
the contractee’s architect or surveyor certifying for the work 
done. In theoretical work the instalments are posted direct 
to the Contract Account, but in actual practice the cash 
received is frequently credited to the personal account of the 
Contractee. When the work is finished, the personal account 
is debited, and the Contract Account credited, with the 
contract price. 

Contracts in Opening Entries.—The student will generally 
find in theoretical and in examination work that two balances 
aré given in respect of each contract, one representing the 
value of the work done, and the other the total of the instal- 
ments received on account. Both balances should be entered 
in the Journal, the work done being put with the assets in 
the debit column, and the instalments received being. put 
with the liabilities in the credit column. 

No Entry on Acceptance of a Contract.—When a contract 
is accepted, no entry is made in the books of account, as the 
only entry which could be put through would be one debiting 
the Contractee, and crediting the Contract Account, with the 
agreed price of the work. This, however, would not be 
correct ; for the contractee does not become our debtor for 
the contract price until the work is finished. In examination 
work, therefore, for such an item as ‘‘ Signed (or Took) Con- 
tract for New Church, £5,000,” there will be no entry. But 
the moment any expenses are paid in connection with a 
contract, these must be charged up to it forthwith. 

Extras.—These will be a matter for arrangement between 
the parties to the contract. The extras will be debited to 
the contract concerned, and will, if not settled specially, 
increase the amount payable. 

Distinction between Plant and Materials—Numbers of 
students are quite unable to distinguish between what are 
Materials and what is Plant. Materials will be anything 
that is built into the edifice or contract work and left there 
as an integral part of it when the contract is finished. Plant 
will be anything that is used to assist in the building process, 
but brought away when the contract is completed. Yet we 
constantly find students booking up girders as plant (possibly 
because they are ironwork), and scaffold poles as materials. 
The real test, therefore, is whether the article will form a 
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permanent part of the actual contract structure, or whether 
it is something in use there temporarily. Hence, according 
to this test, girders will be materials, but scaffold poles will 
be plant. 

Plant Used on Contracts.—If ordinary Plant from stock is 
used on a contract, a charge is often made against the Con- 
tract Account for the use of such plant, or for the depreciation 
estimated to have accrued through its use on the contract. 
Depreciation on the building yard and fixed plant, and also 
on the horses, carts, and loose plant, is, however, frequently 
debited to the Profit and Loss Account, owing to the difficulty 
of correctly apportioning the depreciation between the various 
contracts. It sometimes happens that special plant has to 
be bought for certain contracts. For instance, in building 
a bridge, different plant would be required from that for 
building a school. This plant when bought is debited to the 
Plant Account. When the contract is finished, the plant, not 
being needed any longer, is sold; but, as it is then second- 
hand, a loss is incurred on its sale. This -loss must be 
journalised back to the debit of the Contract Account, and 
to the credit of the Plant Account. Such a loss, in connection 
with a particular contract, could not properly be charged 
against the profits of the other part of the business. It is not 
unusual, however, with Plant and Stores bought specially for 
a contract, to find such plant and stores debited to the 
particular Contract Account when they are purchased. When 
the work is completed, the Contract Account is credited with 
the amount obtained from the sale of the special plant and 
stores, thus obviating the necessity for a Journal entry to 
adjust the loss on re-sale. 

Indirect and Establishment Expenses.—In some cases, 
indirect wages such as those of yard watchmen, foremen, and 
managers, and also establishment expenses such as rent, 
rates, salaries, lighting, etc., are charged against the various 
contracts by means of a certain percentage. This matter, 
however, is more fully treated under Cost Accounts. 
Owing to the difficulty of correct apportionment, these 
expenses are more often charged to the Profit and Loss 
Account. 

Jobbing Account.—This comprises a lot of little jobs under- 
taken, such as repairing roofs, unstopping drains, letting out 
horses and carts, and possibly steam roller for hire, etc. It 
the work is done for cash, there will be an entry on the receipts 
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side of the Cash Book, “‘ To Jobbing Account” ; if the work 
is done on credit, the entries will be put through a Jobbing 
Day Book or journalised. If nothing more is done to the 
Jobbing Account than to credit it with the value of the work 
executed, it will represent a gross sale, and should go to the 
Trading Account (if there is one). If, however, the Jobbing 
Account is debited with the cost of the wages and materials 
expended on the various jobs, the balance of the account will 
denote the net profit on the work done, and should be carried 
to the Profit and Loss Account. 

‘Materials Issued to Contracts ’’ Account.—In a mixed 
kind of business where Stock, Purchases, and Sales Accounts 
are kept in addition to Contract Accounts, the materials and 
stores used for the contracts will be credited to an account 
entitled “‘ Materials Issued to Contracts.” This account is 
closed eventually by transfer to the Trading Account, which 
will be drawn up in a manner similar to the following— 


Dr. TRADING AND PROFIT AND LOSS ACCOUNT. Cr. 


To Stock (at start) .. 36 By Sales .. ae 50 
»» Purchases ae "te », Materials issued to Con- || 
», Carriage .. As oe tracts .. a elt 
NR ET LOM oe Se cc », Jobbing A/cs as, || 
», Profit and Loss A/c (gross »» Stock (at finish).. 
profit) .. <s me 
To Contract 3 (net loss) .. By Trading A/c (gross profit) 
», Contract 1 (net profit) .. 
»» Suspense A/c (estimated 
profit on Work in Pro- 
gress) .. ata 38 
1 


Special Clauses in Contracts——Some contracts have a sort 
of ‘penalty clause,’’ under which the contractor becomes 
liable, if the work is not done to time, to pay a certain sum 
of money as “ liquidated damages ’’ for breach of contract. 
Others, again, especially when the work is very urgent, con- 
tain a clause offering the contractor an extra payment of so 
much per day for every day the work is completed before the 
agreed time. As far as the books are concerned, these items 
will, of course, diminish or increase the profits on such 
contracts. 

Retention Money on Contracts.—Most contracts, particu- 
larly municipal ones, stipulate that only 80 per cent. of the 
work done, as per the architect’s or surveyor’s certificates, shall 


280 


aN 


CON] DICTIONARY OF BOOK-KEEPING [CON 


be paid for, the other 20 per cent. being retained until com- 
pletion. In some cases of retention money, however, half is 
paid three months after the signing of last certificate, and 
the balance three months later. This is done in order to see 
whether the work turns out satisfactory or not. The Con- 
tract Account however, is closed by having the balance 
transferred either to a personal account or to a ‘“‘ Retention 
Money on Contracts Account.” This latter item will, of 
course, figure on the assets side of the Balance Sheet if still 
outstanding at balancing time. 

Balancing of Contract Accounts.—When a contract is com- 
pleted and the money received, the Contract Account is 
balanced, a debit balance representing a loss, a credit balance 
representing a gain; and such balance is transferred to the 
Profit and Loss Account. Should the contract be finished 
but the money not all received, it is obvious that the Con- 
tract Account cannot be balanced as it then stands, because 
such a balance would represent neither a profit nor a loss. 
We cannot, however, allow the Contract Account to remain 
like this until we receive the money due. If the contract is 
completed this year, the profit or loss on it must go to this 
year’s Profit and Loss Account. The Contract Account is, 
therefore, credited with the amount owing as if it had actually 
received it, and the same amount is debited to the personal 
account of the party for whom the work has been done, or to 
a Sundry Debtors’ Account. As regards examination work, 
students seem to be greatly confused. In their Trial Balance 
they find balances on several contracts, and they are unable 
to decide whether such balances are to be carried to the Profit 
and Loss Account or to the Balance Sheet. Now, if the 
balances are credit balances, it is fairly safe to assume that 
such balances are profits; and they may be transferred to 
the Profit and Loss Account. But with a debit balance we 
must be careful. It does not necessarily denote an unfinished 
contract to be carried to the Balance Sheet. It is quite 
possible for a debit balance to signify a loss on a completed 
contract. What the student must first ascertain is whether 
such contract is finished or not. If it is, there will always be 
some statement to guide the student, such as “ Contract 12] 
completed and passed,’ or “‘ Received final instalment on 
Contract 122.” Then, if the contract is finished, a debit 
balance denotes a loss, to be taken to the Profit and Loss 
Account; if the contract is unfinished, then a debit balance 
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represents a debt due to us, and will be carried to the assets 
side of the Balance Sheet at balancing time. 

Contracts on the Balance Sheet.—The totals of each side of 
a Contract Account afford the builder definite information, 
whereas the balance between the two sides tells him nothing. 
The instalments received on account, even though they are 
credit balances, should not, however, be shown on the liabili- 
ties side ; for there is no liability to repay the money actually 
received. Both amounts should appear on the assets side, 
thus— 


Contract 248— 
Materials and Labour.. ; <|'5:456 |) 19 4 
less Instalments received . -|| 4,000 


Contract 249— 


Expenditure thereon ate . || 3,056 9 8 
less Payments to date. . .- || 2,000 | 
———|——|/ 1,056 9 8 
Contract 250— 
Value of Work done a «|| 7,628 6.) 11 
less Cash on account .. .- || 5,500 


——_|—__|| 2,128 6 | 11 


or, especially when the unfinished contracts are numerous, 
they may be shown in one item, thus— 


| 
Work-in-Progress .. nts i 16,141| see It 
less Cash received on account ..|| 11,500 


1 Syoy ar 


[+ '4,641 | 

Estimating Profits on Unfinished Contracts.—Inasmuch as 
some profit is being made as a contract is proceeded with, it 
is considered correct to take credit for an amount of profit 
proportionate to the cost of the material and labour expended 
thereon to date. Conflicting views are held, however, on 
this point. Some firms look upon the profit as being made 
on the job as a whole, and not on any part of it; and they 
rigidly adhere to the rule of not taking credit for any profit 
until the work is completed. There are obvious disadvan- 
tages in this method of treatment. The profits of the different 
years will be out of all proportion. Should several contracts 
happen to be finished in the same year, the profits of that 
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particular year will be extraordinarily large, and the profits 
of the previous years extremely small. There are disadvan- 
tages also in the system of taking credit for the accrued profit 
to date, because contingencies, such as strikes, might happen 
which would seriously affect the anticipated profit. Inas- 
much as cash has been received, however, in payment of part 
of the work already done, this latter system seems to be the 
more satisfactory method of dealing with the matter. The 
question then arises how such profit is to be ascertained. 
Some contractors estimate their gross profit at a certain per- 
centage (20 to 33%) on their outlay; and, in such cases, a 
similar percentage on the outlay to date would give the 
required profit to date. In other cases, a certain profit is 
expected to be made on the contract as a whole; and, if the 
expenditure to date has kept within the estimated limits, it 
is reasonably assumed that the anticipated profit will eventu- 
ally be realised. If, therefore, half of the work has been 
executed, then half of such profit may be taken credit for ; 
if one-fourth, then one-fourth of such profit, and so on. 
Some accountants, however, urge that no credit should be 
taken for any profit at all, unless at least one-third of the 
contract has been completed. At balancing time, the work 
done and the instalments received on the unfinished contracts, 
as shown by the books, are carried to the Balance Sheet in 
the manner stated in the previous paragraph. If it is desired 
to take credit for the interim profit on such work, a Journal 
entry must be made, as follows— 


JOURNAL. Dr. Cr. 


Suspense A/c at . || 4,035 | 9 
To Profit and Loss A/c 4,035 | 9 
Estimated gross profit on 
Work-in-Progress, say, 
25% on outlay to date, 
namely, on £16,141:15:11. 


The Suspense Account will appear as a temporary asset on 
the Balance Sheet. Supposing the contracts to be completed 
in the following year, the Suspense Account will be debited 
to the Profit and Loss Account, so as to reduce the full con- 
tract profits, then being credited, to the amount really 
applicable to the second year, thus— 
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Dr. PROFIT AND LOSS ACCOUNT. Cr. 
To Suspense A/c .. + «|| 4,035 9 By Contract 248 .. + +|| 4,000 | 
etc. Ff 249 «- « «|| 3,000 
” ” 250 5,000 
etc. 
re a = 


On the other hand, supposing that a certain contract is 
expected to result in a loss, then a Reserve should be made 
in the current year’s Profit and Loss Account, in order to 
cover same or a proportion of it. 


Example.— 
Oke . 
Jan. 1] Expenditure on Contract 121 to date .. .- || 2,778 |13}11 
,,| Jnstalments received on above .. . «|| 1,500 
,,| Materials and Labour to date, Contract 122 of OATS IES 4 
»,| Cash received to date on above .. 3,000 
2| Signed Contract (No. 123) to build New Hart 
street, Church) 3. .|18,000 
,,| Paid Surveyor’s Fee on above Ac Se aie 25 
3| Received Instalment Contract 121 Ae ale 4010) 
6| Bought Girders for cash .. Se ate ofc 150 
8| Paid Carriage ve Contract 123 .. are te 3/15] 6 
9 » Fire Insurance Premiums— 
Building Yard Stock and Plant Sic on 30 
Contract 1237. 54 §| 5 
10| Wrote off value of Horse killed in street a 28 |10 
11 | Paid Wages for ge ata 
In Yard . So ars sis si abhi! 
Contract 121 te Sic ae oe Si 182/13) 2 
7 Py Bc "ue are ae af 173 17) 7 
3 West a Sc JG si 413/ 0] 6 
13 | Bought New Horse for cash “se we se 62/10 
14| Materials supplied to date— 
Contract 121 tes 6 26 we = 506 |19] 2 
5 L220” ocr me a 0 ne 492| 6| 6 
oe 1237 < ye 386 |15) 3 
15 | Received cash for Cartage Work done ae ne 16/10) 9 
16 Instalment Contract 122 an ..|| 1,800 
17 a for Hire of Steam Roller Ne an 20 
19 re cash Sundry Sales ae oe “t 12 |15) 9 
20 | Bought Scaffold Poles for cash .. nie are 66 |17| 6 
22| Paid for Repairs— 
Machinery Sit Hi a Ale Re 20 
Carts Re a AG 10 
25 | Paid Wages for fortnight— 
InpYarda.. 23 ale os =e 10 |18}10 
Contract 12] ee oe te ore a6 162 \11) 1 
” 22 eer Aes oc Ag ae 198] O| 7 
an 12S er 30 on te oe 226 |15| 1 
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Example—continued. 
Jan. 26 | Paid for Shoeing Horses .. 3|12 
on » for Horse Provender ae ans 16} 8} 4 
27 | Contract 121 completed and passed. ) 2.000 
Final Instalment received c a ) y 
28 | Materials supplied to date— 
Contract 122 485] 4) 2 
9 123 BPE ME)! & 
», | Received net proceeds sale by auction of Loose 
Plant, Contract 121 (value in books £300) .. 127 |10 
29 | Contract 122 completed. Balance due from 
Bruce Smith & Co. ., as Ys 3,000 
» | Received for Rent of Sheds ‘ A 3|10 
30 a Instalment Contract 123 || 800 
31 - Installment re Contract 122 1,500 
», | Rendered Accounts to Sundry Persons for work 
done, whitewashing, plumbing, repairing, etc. 34 |17| 6 
Received Demand Note for Water oe to 
Contract 123 a0 : 6 |10 


Write up the Journal and Cash Book, and show, the Contract 
Accounts in the Ledger. 


Cr. 


JOURNAL. Dr. 


28 


28 


20 


31 


31 


Contract 121 A, soll ye a) 
Bruce Smith & Co. . -|| 3,000 
Sundry Debtors .. ke 34 | 17 6 


Contract 123 (Water) .. 6 | 10 


Loss of Horse ah An 28 | 10 
To Loose Plant 


Contract 121 te 5 
122 ee ..|| 4 
123 ey seal) ee 


” 


” 


Contract 122 oa ..|| 485 4 
123 


ie) 
— 
N 
© 
oa) 


To Materials “<5. 798! 3| 7 


To Loose Plant 


To Materials .. ae 1,386 0) TI 
fie ap noe tee tt Sa ee tld aD 


To Contract 122 te 3,000 


To Jobbing A/c 


To Outstanding A/cs .. 
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CASH BOOK. 


Dr. Cr. 
Date. Receipts. Payments. Bank 
19... 

Jan. 3) To Contract 121 i By Contract 123... 25 
15| ,, Jobbing A/c sie », Materials 150 
16| ,, Contract 122 a wen COntraCt 123. <2 3 |15| 6 
17| ,, Jobbing A/c Ae », Fire Insurance .. 30 
19| ,, Materials .. a8 », Contract 123 aS 
27| ,, Contract 12r aa >», Wages .. ti VF, 
28} ,, Loose Plant & » Contract 121 182 |13| 2 
29| ,, Rent Received Ale wf fe 122 173 |17| 7 
30] ,, Contract 123 - oF . 123 413 | o| 6 
31| ,, Bruce Smith & Co. », Loose Plant 62 |10 
” ”» ” 66 |17 6 
» Repairs .. 30 
» Wages .. oe to |18|ro 
ih py) GOBESACE T21.g.. 162 |rr} © 
” ” ” 122 a 198 o| 7 
” » ” 1230, cas 226 |15| I 
26| ,, Trade Expenses.. 3 [12 
+ | »x Horse Keep ve 16 | 8] 4 
LEDGER. 

Dr CONTRACT 12z, Cr. 
19. TOs 
an. 1| To Balance .. --|[2,778 |£3|11J Jan. 1] By Balance .. 500 

11} ,, Cash (Wages) well, eRe ral 2 3| » Cash ae 1,200 
14| ,, Materials .. asl! 506 IrQ}) 2 ya ee ee o 2,000 
25| ,, Cash (Wages) eel] ¥62 jEL} x 
28| ,, Loose Plant «|| 172 |r0 
31| ,, P. & L. A/c (profit).|} 896 |r2| 8 

4,700 4,700 

Dr. CONTRACT 122. Cr. 

19 TOs 

Jan. r| To Balance -,175 | 8] 4] Jan. 1] By Balance .. «+|| 3,000 
It} ,, Cash (Wages) 293, (77 TO), (Casi ae 1,800 
14| ,, Materials .. »-l] 492 | 6] 6 ZOil, is Bruce Smith & Co. 3,000 

25| ,, Cash (Wages) ae 198 | o| 7 

2&%| ,, Materials .. 485 | 4| 2 

gt| ,, P. & Lb. Ase (profit) 1,275 | 2/10 
7,800 7,800 

Dr BRUCE SMITH & Co. Cr. 
19. Ig.. 

Jan. 29 To Contract 122 3,000 Jan. 3x | By Cash Be + «|| 1,500 
i », Balance.. c/d || 1,500 
3,000 3,000 
Feb. t| To Balance .. b/d/|| 1,500 
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Dr. CONTRACT 123 Cr, 
| 
TOs. 19.. 
Jan. 2] Tc Cash (Fees) aie 25 Jan. 30] By Cash ae «| 3800 
S| ,, 4, (Carriage)... 3/15] 6 
Oil esse tassel CHILGO TLS. ines 515 
soa | Bs »,» (Wages) ..|| 413 | o| 6 
14| ,, Materials .. Sell Sette |ireed lic} 
25| ,, Cash (Wages) --|| 226 |15] 1 
28 ,, Materials .,. solic .3k2) (TO) 
31} ,, Outs. A/c (Water). 6 |10 
1,380 | o| 9 800 
\ i a 


Dr. JOBBING ACCOUNT. Ge 
TO LQ) 
Jan. 31} To Profit and Loss A/c Jan. 15| By Cash ai de 16 |10) 9 
(transfer) oe 71 | 8) 3 Wis 


5 Ae: a6 20 
Spal Paes Sundry Debtors.. 34 |17| 6 


| 
5) 


leo aoa 


71 | 8) 3 71 | 81 3 


If the money received on Contract 122 had been posted to a 
personal account instead of the Contract Account, the. latter 
and Bruce Smith & Co.’s account would have appeared thus— 


Dr. CONTRACT 122. Cr. 
1Q-- 19.6 ; 
Jan. 1| To Balance .. --||5,175 | 8| 44 Jan. 29] By Bruce Smith & Co.}| 7,800 
11| ,, Cash (Wages) ..|| 173 |17/ 7 
14] ,, Materials .. eel 402 16) 6 
25| ,, Cash (Wages) a 198 | 0] 7 
28| ,, Materials .. eel] 485 |-41 2 
31| ,, P. & L. A/c (profit).|| 1,275 | 2/0 
7,800 7,800 
psoas esa eee eae 
Dr. BRUCE SMITH & Co, Cr. 
195.0 19.- 
Jan. 29 | To Contract 122 . «|| 7,800 Jan. 1] By Balance .. 
16| ,, Cash 
31 ” 


if “x é 
59 | 99 Palance: 2... c/d 


Feb. 1] To Balance ..  b/d|/ 1,500 


Books and Accounts of a Large Contractor.—In large con- 
cerns, the Stock, Purchases, and Sales Accounts are super- 
seded by others. The Stock and Purchases Accounts are 
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replaced by a Stores Account, quantities of the ordinary kinds 
of materials being bought when the market price is favour- 
able and kept in store. The Sales Account gives place to a 
Contracts Account. A Contract Journal takes the place of 
the Day Book, and a Contract Ledger the place of the Sales 
Ledger, though the entries in it are for a time credit balances, 
namely, the Contract instalments which have been posted to 
the credit of the Contractees’ accounts. When a contract is 
finished, a Journal entry is made debiting the personal account 
in the Contract Ledger, and crediting the Contracts Account 
in the General Ledger. Under this system, the Contract 
Accounts themselves do not appear in the double-entry books, 
but are kept in a separate memorandum book, called a Cost 
Ledger, though the latter may, by means of an adjustment 
account, be made part of the double entry. From this it 
follows that the wages, materials, etc., expended on each 
contract cannot be posted directly from the double-entry 
books to the separate Contract Accounts. The wages are, 
therefore, not analysed in the Cash Book; the total only is 
entered, and is posted toa Wages Account. Materials bought 
specially for certain contracts are charged to a Special 
Materials Account. ‘The stores issued to contracts are credited 
to the Stores Account, and debited to a Stores Consumed 
Account ; the plant and tools issued to contracts are credited 
to the Plant Account, and debited to a Plant Used Account. 
On the completion of the contract, any unused stores are 
returned, the Stores Account being debited, and the Stores 
Consumed Account credited ; and, in like manner, the plant 
returned is debited to the Plant Account, and credited to the 
Plant Used Account, at its reduced (t.e., depreciated) value ; 
or if any of the plant is sold, the Cash Book will be debited, 
and the Plant Used Account credited, with the money received 
for it. All purchases are entered in a tabular Purchases 
Book, and analysed under appropriate headings, the totals 
of the columns being posted monthly to their respective 
impersonal accounts in the General Ledger. The ruling of 
the book is similar to that shown on the next page. 
In very large establishments, in addition to a Stores Account, 
or a Stores and Materials Account, in the General Ledger, 
separate Stores Ledgers are kept. These are elaborate memo- 
randum books having separate headings on the various pages 
for each of the different materials and stores handled, one 
side of the page recording the quantities received and the 
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TABULAR PURCHASES BOOK. 


° 

3 
2 : Rent 
Bae Special Plant » 

Date. Name 341 Total. || Stores. || Mate- |] Tools, |} Rates Trade 

5 rinie Ae and Expenses, 
ars 3 Taxes 

a] 

GEC Hmertn) “crc Jeno) cL) 


other side dealing with the quantities issued, thus showing at 
any time the balance of each article that ought to be in stock. 
Allowance has to be made, however, for breakage, and also 
for shrinkage or wastage through repeated measurings and 
weighings of stuff bought originally in bulk. In smaller 
establishments, a Stores Account in the General Ledger is 
deemed sufficient. No materials, however, are issued from 
store except on receipt of a Requisition Note, signed by a 
foreman, and stating the Contract for which the Stores are 
required. These requisition notes are summarised and 
analysed periodically, and the totals debited to the Contracts 
concerned, in the Cost Ledger. The following is a specimen 
of such an analysis form— 


ANALYSIS OF STORES SUPPLIED TO CONTRACTS. 
Wreelkkbending ialaa foie sre elven a tele ods hoe, 


Contract 201. Contract 202.} Contract 203. Contract 205. | Contract 206. 


Reg.|/Amount. |R-q. 


Amount. Req./|Amouut. 
No. No. fy 


No, 


No. 


ei 
| 
| 
| 


1to—(1388) 
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Similar analyses are made of the Stores and Plant returned 
to stock; and the totals are credited to the Contracts con- 
cerned, in the Cost Ledger. The Wages paid are also dis- 
sected by means of Wages analysis forms like those shown 
previously, and the totals debited to the various contracts. 
Thus, full particulars of each contract appear in the Cost 
Ledger. In this book, too, the indirect wages and establish- 
ment expenses are allocated between the different contracts, 
so as to show the exact net profit of each contract. This 
system has the advantage of keeping the Contract profits 
from the knowledge of the staff. The Trading Account will 
assume a form similar to the following— 


Dr. TRADING ACCOUNT. Cr. 
To Work-in-Progress (at a ae By Contracts A/c 
, Stores Consumed a », Jobbing A/c 
a ; Special Material ate AD » Work in Progress (at finish) 
», Plant used oe 
», Carriage .. 
» Wages 


» Petty Expenses . - ch 
», Profit & Loss A/c (gross profit) . 


The Work-in-Progress represents the value of the Materials 
Labour, etc., expended, as per the Cost Ledger, on the 
unfinished Contracts. As the Contract Accounts are not in 
the double-entry books, the latter do not show the value of 
the work in progress at the end of the financial period. They 
are made to do so by opening in the General Ledger an account 
called Work-in-Progress ; the amount of such work is then 
debited to it, and credited to Trading Account. The Work- 
in-Progress will also appear as an asset on the Balance Sheet. 
If credit is taken for the accrued profit to date on such work, 
the profit is added on, and the total amount, after being 
credited to Trading Account, will be shown on the Balance 
Sheet thus— 


BALANCE SHEET. 


ee ssets. fh £ 
Work-in-Progress (plus estimated a to 
date) ee O20) 
less Cash on account. me oe, | 10,000 
13,620 


Example.—B. Blaize & Co., builders and contractors 
secured on January Ist, 19.., a contract for building a 
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bridge, to cost £120,000. On December 31st the books of 
the firm showed the expenditure on the contract to be as 
follows: Plant and Tools, £18,000; Wages, £50,000 ; 
Materials, £35,000; Establishment Charges, £2,000. The 
cash received to date on account of the contract was £70,000, 
representing 70 per cent. of the work certified for. The 
value of the Materials on hand and Work finished, but not 
certified, amounted to £6,050. The Plant and Tools were 
re-valued at £16,200. Draw up a memorandum Profit and 
Loss Account in respect of the contract, and state what 
proportion of the profit to date might properly be taken 
credit for. Show also the item on the Balance Sheet. 


Dr. CONTRACT ACCOUNT. Cr. 
ii 
To Wages 30 +.|| 50,000 By Work Certified for | | 
», Materials .. -.|| 35,000 £70,000 X I00 
», Plant and Tools ..|| 18,000 ——_——_—— 100,000 | 
», Establishment 70 | 
Charges .. a 2,000 », Materials on hand ; 
»» Balance (profit) ..|| 17,250 and Work done, 
but not certified for 6,050 
», Plant and Todls, | 
less‘depreciation || 16,200 
122,250 | 122,250 -| | 


Two-thirds of the profit, namely, £11,500, might properly 
be taken credit for; but, inasmuch as only 70 per cent. of 
the work certified for has been paid, it would, perhaps, be 
better to take to the credit of Profit and Loss only 70 per 
cent. of £11,500, that is, £8,050, leaving the remainder as 
a Reserve for contingencies. 


BALANCE SHEET. 


| 
| 


Assets. | | | | 
Work in Progress (plus accrued profit) .. a0 AG «|| 113,050 | 4 | 
Less Cash on account os re ap 0 hegee BS cae 
Soe aan 

The Work in Progress comprises, in this case, all the 
expenditure debited to the Contract, and includes temporarily 
the cost of the Plant so charged. 

CONTRIBUTORIES.—All persons liable to contribute to 
the assets of a Joint Stock Company on its being wound 
up. 

CONVERSION OF PARTNERSHIP TO COMPANY.— 
Purchase of a Business.—It is quite a usual procedure for 
partners to decide to convert their business into a limited 
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liability company. This may be done by forming a company 
either privately by the partners or publicly by offering shares 
for subscription. The resulting company then purchases the 
business as a going concern, paying to the vendors, as purchase 
price, shares, debentures, or cash, or all or any of these three. 
The company may, as a private company, consist of the 
original partners only, and so far as outsiders are concerned 
there is no apparent change, except that the name ends with 
the word “ Limited.” Thus, “ John Brown & Co.” becomes 
“ John Brown & Co., Limited.” It must be clearly under- 
stood that a new legal person has been created. The partners 
of John Brown & Co. are not buying their own business. 
The new legal person “‘ John Brown & Co., Ltd.,” is buying 
from the partners. The partnership is dissolved in the 
ordinary way, the books are closed, and the company’s books 
are opened according to agreement. 

Example.—A and B are in partnership, sharing profits 
and losses as to two-thirds and one-third respectively. Their 
Balance Sheet at the date when they agreed to convert their 
business into a private limited company was as follows— 

A AND B’s BALANCE SHEET AT 30TH SEPTEMBER. 


Liabilities. Assets. 
Sundry Creditors . || 15,000 Cash at Bank and in | 
Mortgage on Freehold|| 5,000) | ihandis 2G). Ge 3,500) | 
Capital— Sundry debtors 14,000 
TS gs FOO) Less Reserve 1,000 
B 5,000 | 13,000 
15,000 Stock eee aay ee 8,000 
| Plant and Fixtures. 2,500 
Freehold Premises . 8,000 
35,000 35,000 


The company (a private limited) consisting of ;A, B & C 
as shareholders, takes over all the assets and _ liabilities 
except the mortgage, the purchase price being £30,000 
payable in Cash £6,000, in Debentures £12,000, and in fully 
paid Ordinary Shares £12,000. The shares, debentures, and 
cash are divided between A and B in the proportion in 
which they share profits; C takes up {£10,000 ordinary 
shares and pays for them in full, and the firm discharges 
the formation expenses amounting to £240. The company 
is registered with a capital of £25,000. 
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Close the books of A and B after the transaction has been 
carried out, including the discharge of the mortgage, and 
open the company’s books showing the company’s financial 
position at the commencement of business. 


JOURNAL. 


LE. Dr. 


Cr, 


Sept. 30 


| Liability taken over by 


Realization Account 

To Sundry Assets— 
Sundry Debtors . 
Stock ye Ae 
Plant and Fixtures 
Freehold Premises 

Being value of Assets as per 
Balance Sheet dated 30th 
Sept. 


A BCompany, Ltd. 
To Realization Account 


Sundry Creditors 
To Realization Account 


Company 


Shares Account 
Debentures Account . 
sROwAGE Cos slttla = vet. ye 
Part of Purchase Price paid 
in Shares and Debentures 


A’s Capital Account 
Bisa ” 
To Shares Account 


A’s Capital Account 
Bis. ” 
To Debentures . 


1 | 31,500 


4 | 30,000 


15,000 


12,000 
12,000 


OO 


Ron non 
Ce 
° 
S 
S 


13,000 
8,000 
2,500 
8,000 


30,000 


15,000 


24,000 


A AND B’s Booxs—- 
REALIZATION ACCOUNT (1). 


Dr. 


Sept. 30] To Sundry Assets | J. || 31,500 Sept. 30 


”» 0? a 
“72? ” 


Cashin. 

Balance(Profit) 
A’s Capital 8,840 
B’s Capital 4,420 


(As per B.S. fey 
30th Sept.1g.. 


C.B. 240 


45,000 
pce tes 


By A, BCo., Ltd. 
», Sundry Creditors 


J.|| 30,000 
J.|| 15,000 


45,000 
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Dr. A’s CAPITAL ACCOUNT (2). Cr. 
y | 
Sept.:3¢) To Cash ..- .. jC:B.\| 2,840 Sept. 30] By Balance... | b/f. || 10,000 

5 oul sp hares A/cre. | le 8,000 » 9} 9 RealizationA/c 

+ »9){| » DebenturesA/c| J. 8,000) Two-thirds of | | 
| Profit.. | 8,840 | 
| | 18,840! | | | 18,840| | 
me os 


Se 


Dr. i B's CAPITAL ACCOUNT (8). Cr. 
Sept. “l TorCash »... .. |C-B:i| 12,420) Sept. 30} By Balance’... |b/f. || 5,000 
Sy rll espe ALeSe,.e | caren ls) ft) 24000 » 9 | 9 RealizationA/c 
ssn onl con Debentures nainiye 4,000 One-third of 
| Profit’ {34 4,420 
|_ 9,420] | | 9,420] | 
enna ee) ei as 
Dr. A B CO., LIMITED (4). Cr. 
- = 
Sept. 30} To Realization A/c| J. ieee Sept. 30} ByCash .. .. |C.B./| 6,000 
Saas naa ALS . | J. || 12,000 
» | 9 Debentures... | J. ||: x2;000 
| | 30,000! | | | | 30,000 | 
Dr. SHARES ACCOUNT (5). Cr. 
Sept. 30) To A BCo., Ltd. | J. |] 12,000 Sept. 30) By A’s Capital A/c} J. 8,000 
” ” ” B’s ” ” ile 4,000) 
| 12,000] | 12,000| | ie 
Dr. DEBENTURES ACCOUNT (6). Cr. 
Sept. 30) To A BCo., Ltd. | J. || 12,000 Sept. ¥, By A’s Capital A/c} J. | 8,000 
» »| » Bs 4 » | J. |! 4,000 
12,000| | { 12,000] | _ 
Dr. MORTGAGE ACCOUNT (7). Cr. 
Sept.30/ ToCash .. .. ce. 5,000) | Sept. 30] By Balance .. br. | a | 
net : | ae | a is == — 
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A B Co., Ltp. Booxs— 
JOURNAL. 
l yd Siew OS Cr. 
Sept. 30 | Business Purchase Account 1 || 30,000 
To Vendors’ Account. . 4 30,000 
Being purchase price of A 
and B’s business as per 
agreement 
Sundry Assets— 
Sundry Debtors . 5 || 13,000 
SCOGK: kala ee etme: 6 || 8,000 
Plant and Machinery 7 || 2,500 
Freehold Premises 8 || 8,000 
Goodwill tn e-caien ns 9 || 13,500 
To Business Purchase A/c. 1 45,000 
Being value of Assets ac- 
quired from A and B 
Business Purchase Account 1 || 15,000 
To Sundry Creditors . . | 10 15,000 
Being Liability taken over 
from A and B 
Vendors Account 4 || 24,000 
To Share Capital 2 12,000 
» Debentures = «  « « 3 12,000 
Being part of Purchase Price 
as agreed to be paid as per 
agreement 
Dr. BUSINESS PURCHASE ACCOUNT (1). Cr. 
Be 30 us Mere) ae |. Hoes | Sept. 30] By Assets... «. } J. | 45,000 | 
| 45,000| | 45,000 
— pera ere ll eeearean enim areca tessa 
Dr. SHARE CAPITAL ACCOUNT (2). Cr. 
Sept. 30 To Balance c/d J. 22,000 Sept. 30 By Vendor ow 2.” 22,000 
» 97) ay CASD Ua, A Gab. 7000) 
22,000 22,000 a 
% Sens, np. palance ) 2. b/d Sepea oe 
Dr. DEBENTURES ACCOUNT (3). Cr. 
| | | | [a 30] By Vendor 50 | J. || 12 000 | 
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Dr. VENDORS’ ACCOUNT (4). Cr. 
og Y re a. olka ce ee ‘Sept. 30 By Bus. Purchase J. 30,000 
seus? oy Debentures... J. %2,000 
30,000 i, 30,000 hiatal 
Dy. SUNDRY DEBTORS ACCOUNT (5). Cr. 
Sept. 30} To Business Pur- | | | ; | | , 
iN chase Account| J. || 13,000 hs jal 
Dr. STOCK ACCOUNT (6). Cr, 
Sept. 30) To Business Pur- | | | | | 
\ case Account | J. 8,000) 
Dr. PLANT AND FIXTURES ACCOUNT (7). Cr. 
Sept. 30] To Business Pur- | | | | | | 
chase Account | J. 2,500 Ng 
Dr. FREEHOLD PREMISES ACCOUNT (8). Cr, 
Sept. 30] To Business Pur- | | | | | | 
chase Account | J. 8,000 
Dr. GOODWILL ACCOUNT (9). Cr. 
Sept. 30} To Business Pur- | | | | | 
chase Account | J. || 15,500 ie 
Dy. SUNDRY CREDITORS ACCOUNT (10). Cr. 
| | | Sept. 30] By Business Pur- 
chase Account | J. | 15,000 " 


BALANCE SHEET OF A BCO., LTD. AS AT 30TH SEPT. 


Liabilities. Assets. 
Nominal Capital || 25,000 Goodwill . . |j 13,500 
Freehold premises] 8,000 
Issued Capital— Plantae. e 2,500 
22,000 Ord.shares Debtors £14,000 
fl each . . || 22,000 Less Res. 1,000 
Debentures . || 12,000 13,000 
Creditors .  . || 15,000 StOCkKer ise a. 8,000 
Casha he. 4,000 
49,000 49,000 
ee oe a 
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COPYRIGHT.—The right to make copies of books, etc. 
By the Copyright Act, 1911, the term for which copyright 
subsists is the life of the author and a period of fifty years 
after his death (Section 3). In the case of joint authorship, 
copyright subsists during the life of the author who first 
dies and for a term of fifty years after his death, or during 
the life of the author who dies last, whichever period is the 
longer (Section 16). 

COPYRIGHTS.—These are treated as assets when pur- 
chased, and written down periodically. No general rule for 
depreciation can be laid down. There may be a continuous 
demand for some books, while for others the demand may 
cease soon after publication. Each case must be dealt with 
on its own merits. 

CORPORATION PROFITS TAX.—This is a tax charge- 
able in respect of the profits of limited companies 
registered in or carrying on business in the United 
Kingdom. The tax dates from Ist January, 1920, but public 
utility companies such as gas, water, electricity, tramway, 
railway, dock, canal, hydraulic power companies and building 
societies are exempt until Ist January, 1926. The following 
companies and societies are exempt after Ist January, 1922: 
Associations registered without the word “limited,” or 
societies established solely for the advancement of religion 
or education and where profits may not be distributed to 
the members. 

Tax Payable.—The tax payable is 5 per cent. of the com- 
puted profits of the actual period under review (not an average 
as in the case of Income Tax) but in the case of British 
companies the tax may not exceed 10 per cent. of the adjusted 
profits after actual payment of interest on permanent loans, 
debenture interest (limited to loans or debentures issued 
before 4th August, 1920, or loans to replace an equal amount) 
and fixed dividends on preference shares, etc. For each 
12 months period an allowance of £500 is made, so that if 
the profits of a 6 months period are £2,250, tax will be paid 
upon £2,000 (£2,250 — £250). 

Calculation of Profits.—Generally, the profits are calculated 
as for Income Tax purposes, but the following should be 
noted— 

The annual value of premises owned and occupied by the 
company is not allowed, except in the case of mill or factory 
premises, when the allowance is one-sixth of the annual value. 
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The profits are to include income from property and invest- 
ments except where such income has borne Corporations 
Profits Tax through another company. 

An allowance is made for wear and tear of plant and 
machinery equal to that for Income Tax or Excess Profits 
Duty, whichever is the greater. 

Where a person has, directly or indirectly, a controlling 
interest in the company, a deduction for remuneration may 
not exceed £1,000 per annum, nor is any allowance made for 
royalties or interest on loans paid to such a person. 

Interest on money borrowed for the purposes of the company 
(bank overdraft) is allowed. 

Interest on permanent loans such as debentures charged 
on all the assets of the company is not allowed, but where 
not less than one-half of the gross income is from property 
in the United Kingdom, then any interest paid in respect of 
any mortgages on such property is allowed. 

Payments made to employees under a profit-sharing scheme 
are allowed. 

Where certain private limited companies are liable to 
Super-Tax, any Corporation Profits Tax paid may be 
reclaimed. 

Income Tax and Corporation Profits Tax paid may not 
be set against profits. 

Interest received from 3% per cent. Conversion Loan and 
4i and 54 per cent. Treasury Bonds is not to be included, 
this being a condition of the issue. 

Registered co-operative societies pay tax on profits from 
trading with non-members but not otherwise. Other mutual 
trading concerns pay on the whole of the profits. 

Special conditions apply to life assurance companies. . 

Where a company holds the whole, or as much as a single 
shareholder may hold, of the ordinary share capital of a 
subsidiary company, then the profits of the latter are to be 
considered as part of the profits of the parent company. 

Returns.—A return is to be made within 6 months of the 
end of the accounting period, or within 2 months of the 
date of the Commissioners’ request for a return. Tax is 
payable within 2 months of the date of assessment. 

. Example—The A B C Cycle Co., Ltd., has a capital of 
£75,000, divided into 50,000 6 per cent. Preference Shares of 

£1 each, and 25,000 Ordinary Shares of {1 each, and in 

addition has issued £15,000 Debentures at 6 per cent. 
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THE ‘A B © CYCLE ‘CO; “ETD: 
ProFIT AND Loss ACCOUNT FOR YEAR ENDED 3lst DECEMBER, 1921. 
To Salaries 1,500 By Gross Profit 11,750 
» Lrade Expenses. . 750 », Lnterest on War 
SiRatest e772 400 Loan c 100 
» Lighting and ‘Heats », Interest on "549, : 
Heating . 150 Treasury Bonds 110 
», Income Tax 150 ,, Dividend on Shares 
,, Property Tax 225 in Sugg a 
(Sch. A, net assess- Co., Ltd. : 75 
ment £750) 
» Bad Debts 250 | 
,, Depreciation : 200 
,, Debenture Interest 900 
», Directors’ Fees .. 2,500 
7,025 
Net Profit 5,010 
£12,035 £12,035 
APPROPRIATION ACCOUNT. 
To Preference Divi- By Net Profit .. 5,010 
dend (6%) 3,000 
,, Ordinary Dividend 
(5%) : 1,250 
, Balancec/f.. 760 
£5,010 £5,010 
ProFit AND Loss ADJUSTMENT ACCOUNT. 
To Interest on Treas- By Net Profit .. 5,010 
ury Bonds . 110 ,, Items not allowed : 
, Dividends (Sugg Income Tax .. 150 
Tyre Co., Ltd.) 75 Property Tax 225 
», Allowance for Wear Depreciation .. 200 
and Tear.. 150 Debenture Int. 900 
,, One-sixth of annual Excess Directors’ re 
value of factory Fees Ae 500 
premises .. 150 
», Assessable Profits 6,500 
£6,985 £6,985 
STATEMENT OF LIABILITY. 
Balance of Profit and Loss Account (as adjusted) 6,500 _ 
Less Statutory Allowance Sill ele RON hc 500 
(5% on £6,000 = £300) £6,000 
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Balance of Profit and Loss Account (as adjusted) .- 6,500 
Less Debenture Interest 8b. oo ad £900 
Less Preference Dividend .. .. .. £3,000 
——_— 3,900 
(10% on £2,600 = £260) £2,600 ie 


—SS | 
{ 


| 


The amount payable may not exceed £260, seeing that 
this is a British company. 

There are two directors having a controlling interest, and 
each receiving £1,250 for his services. 

CORPUS.—The capital of a deceased person’s estate. 

CORPUS ACCOUNT.—In Executorship Accounts now 
called the Estate Account, also the Estate Capital 
Account. 


COST ACCOUNTS.—These are accounts designed to ascer- 
tain the cost of goods which have been made, of the total 
output of a business, of departments, of processes, or of 
contracts which have been carried out. ; 

Kinds of Cost Accounts.—Cost Accounts will obviously vary 
according to the nature of the business for which they are 
constructed. They are generally divided into six classes— 


(1) Terminal or Contract Cost Accounts. 

(2) Operating or Working Cost Accounts. 

(3) Single or Output Cost Accounts. 

(4) Multiple Cost Accounts. 

(5) Process Cost Accounts. 

(6) Departmental Cost Accounts. 

The last three are sometimes grouped under the heading of 
Factory Cost Accounts. 

Advantages of Cost Accounts.—While the principal object 
of Cost Accounts is carefully to arrive at the prime and total 
cost of output or manufacture, there are certain indirect 
advantages to be derived from their preparation— 

(1) The selling price can be fixed with much greater 
certainty in order to realise the desired profit ; 

(2) They afford a check on the stores and storekeeper, 
enabling waste to be prevented and leakages detected ; 

* (3) They afford a check also on the staff, as a record is 
taken of each man’s labour, incompetent or slack workers 
being thus exposed ; 

(4) They afford valuable data for tendering, estimating, 
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and for comparison of different manufacturing periods or 
articles manufactured ; 

(5) They enable a manufacturer to see whether a depart- 
ment is running at a profit or a loss, and if the latter, enable 
him to locate the loss ; 

(6) They afford a check on the general double-entry books, 
as the total cost should equal the total expenditure charged 
to Profit and Loss Account; and likewise the total profit 
should agree with the aggregate profits of the various jobs or 
articles as shown by the Cost Accounts. In cases where, 
owing to estimated expenditure, absolute agreement is not 
possible, the estimated profits may be compared with 
the actual profits of the Profit and Loss Account, and much 
valuable information thereby obtained. 

Information Required for Cost Accounts.—The information 
required for cost accounts can be obtained only by dissec- 
tion or analysis. We must know what material has been 
used. This may have been taken from store or bought 
specially. The wages must be dissected so that the pro- 
ductive labour may be separately ascertained. The expendi- 
ture must be analysed so that all expenses pertaining to 
special work may be charged direct to it. A Tabular Pur- 
chases Book and a Wages Analysis Book similar to those 
shown under Contract Accounts would be necessary. The 
rulings of the other books are as shown on the following pages. 

Difference between Prime Cost, Total Cost, and Selling 
Price.—Prime, First, or Flat Cost is the cost of (1) Raw 
Material, plus all charges on it, such as carriage inwards, or 
freight, dock dues, landing charges, cartage and delivery to 
factory when the material has been imported from abroad ; 
(2) Labour, or productive wages paid for converting raw 
material into finished or manufactured goods; (3) Direct 
Expenses. Total Cost, Gross Cost, or Cost of Production is 
the prime cost plus the indirect or administration and selling 
expenses. Selling Price is the total cost plus the percentage 
or margin of profit which it is desired to obtain for the goods 
when sold. We may thus tabulate it— 


Flat 


“Materials. 
Total Prime Cost. 


I ae Productive Wages. 
Price. | : Direct Expenses. 
Indirect Expenses. 
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Where the expenses are not, or cannot be, divided into direct 
and indirect, but are simply grouped as establishment charges, 
then prime, first, or flat cost will denote merely the cost of 
material consumed plus the productive wages paid—a meaning 
often restricted to the term “flat cost.” 

Distinction between Direct and Indirect Expenses.—Direct 
Expenses are all expenses connected with or incidental to 
manufacture or production, and include— 

(1) Rent, Rates, Taxes, and Insurance of factory ; 

(2) Motive Power, Fuel, Gas, Water, Lighting, and Heating ; 

(3) Patent Fees when the article is manufactured under a 
patent, or Royalties in the case of minerals ; 

(4) Non-productive Wages and Salaries, such as those of 
enginemen, firemen, foremen, timekeepers, storekeepers, 
watchmen, factory clerks, superintendents, and managers ; 

(5) Repairs, Renewals, and Depreciation of Plant, 
Machinery, Tools, etc. ; 

(6) Interest on Capital outlay in Plant, Machinery, Tools, 
Land, and Buildings. 

Where only one kind of article is being manufactured, all 
these expenses may be charged direct to the article produced ; 
and the total expenditure divided by the total number of 
articles manufactured will give the prime cost per article. 
But when several kinds of goods are being made, these 
expenses cannot be allocated to any particular work. They 
are then treated as indirect charges, and apportioned between 
the articles manufactured, on some suitable basis. Indirect, 
Overhead, Fixed, Establishment, or Selling, Distribution, and 
Administration Expenses are all those expenses which must 
be added to the prime cost in order to arrive at the total cost 
of production, and comprise— 

(1) Rent, Rates, Taxes, and Insurance of office, shop, 
warehouse, showrooms, etc. ; 

(2) Lighting, Heating, and Water ; 

(3) Travellers’ Salaries and Commission ; 

(4) Salaries of assistants, counting-house staff, and manager, 
also Directors’ Fees ; 

(5) Carriage Outwards, Packing Materials, Printing, 
Stationery, Advertising, etc. ; 

(6) Bad Debts, Discounts, etc. ; 

(7) Depreciation of Furniture, Fixtures, and Fittings ; 

(8) Interest on Capital, Loans, and Debentures; Bank 
Interest, etc. 
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“‘Oncost.’’ Basis of Calculation.—“ Oncost ’’ is a technical 
term used in cost accounts to denote all expenditure which 
cannot be directly charged to the articles manufactured or 
the work done. The term “ establishment charges ’’ is often 
used with the same signification. The allocation of general 
expenses so that each of the articles produced shall bear its 
just share is a matter of very great difficulty. There are 
in vogue various methods of calculating ‘“‘ oncost ’— 

(1) By means of One General Percentage to Cover all Direct 
and Indirect Expenditure.—This is obviously unscientific and 
inequitable. Work done with cheap tools is charged with 
the same proportion of expense as work necessitating the use 
of expensive machinery. It also leads to the cost of some 
articles being over-estimated and the cost of others under- 
estimated. And this may cause the loss of really lucrative 
work through the supposed cost being too high; while the 
apparently remuuerative work being done may be yielding 
little or no gain if the exact facts were known. 

(2) By Means of a Percentage on the Total Number of 
Hours Worked.—This may suffice when there is only one 
uniform class of machinery employed, but cannot be accurate 
when there are different kinds and classes of machines in 
use. 

(3) By a Percentage on Wages.—This method, however, 
does not discriminate between expensive and cheap machinery, 
tools, etc. It is also most inequitable where wages form the 
smallest proportion of the total cost, as when boy and girl 
labour is employed on expensive machinery. But in cases 
where the work and the conditions vary very little, a 
percentage on wages may give fairly accurate results. 

(4) By the ‘‘ Machine Rate ’’ Method.—This is a charge of 
so much per hour for each machine or tool used, intended to 
cover wear and tear and interest on the capital outlay. The 
great difficulty of correctly estimating depreciation, however, 
prevents this method being very accurate. It is also based 
on the assumption of the machine being constantly in use, 
and hence any periods of slackness or idleness would entirely 
vitiate the results. 

(5) By Varying Rates for Different Items of Expenditure.— 
Rent, Rates, Taxes, Lighting, Heating, Capital Outlay, etc., 
may be apportioned according to the amount of floor space 
occupied by each shop, as this can be easily measured and is 
fairly accurate. Power consumed may be distributed by a 
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charge of so much per horse-power of each machine. Gas, 
Water, Electricity may, however, be accurately ascertained 
for each shop or department by means of separate meters. 
Depreciation may be calculated on each machine separately, 
or by grouping the machinery into numerous classes and 
fixing appropriate percentages for each class. 

(6) By Dividing the Expenditure into Two Classes and Cal- 
culating Each Class Separately.—The expenses are subdivided 
into— 

(2) Manufacturing Expenses, or Factory Oncost—all those 

expenses connected with production specified under 
Direct Expenses ; 

(0) Administration and Selling Expenses, or General On- 
cost—all those expenses connected with selling and 
distribution enumerated under Indirect Expenses. 

The works expenditure or factory oncost may be calculated 
by means of a percentage on (1) the combined cost of 
materials consumed and productive labour; (2) materials 
only; (3) labour only. The last way is most. favoured, 
because wages are a more constant figure than materials, 
the price of which fluctuates considerably. The wages will 
seldom vary whether the material operated on be cheap or 
expensive. With certain kinds of material, however, there 
may be little outlay in productive wages, and hence a per- 
centage on wages only would yield too small a proportion of 
establishment expenses. In other cases, where expensive 
material is used, a percentage on material only would give an 
excessive proportion of establishment charges. Again, where 
two articles. of the same description are being manufactured, 
one with cheap and the other with expensive material, and 
involving virtually the same outlay in productive labour, a 
percentage on materials and labour combined would make 
the cost of the one out of all proportion to the other. It is, 
therefore, apparent that no hard and fast rule can be laid 
down ; the special circumstances of each case must be taken 
into consideration. Generally speaking, however, a per- 
centage on wages will be found to be the most equitable. 
In the first instance, the establishment charges will have to 
be an estimate based on the experience of similar businesses ; 
but at the end of the first year’s trading, the Profit and Loss 
Account will supply very valuable information. For example, 
suppose the accounts on pages 308 and 309 to represent an 
average year’s Trading and Profit and Loss Account— 
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Dy. TRADING ACCOUNT. Cr. 


To Stock Ist Jan., 19.. || 6,100 By Sales . 5 23,120 
», Materials Purchased |/10,420 }) (Stock 31st Dec., 6,500 
», Productive Wages 4,500 Wes 
, Balance (Gross Profit || 8,600 


29,620 29,620 


The value of the materials consumed is found by adding to 
the stock at commencement the subsequent purchases, and 
subtracting from the total the stock at finish, thus— 


£ 
Stock at start. . “6 Bic ae ais 6,100 
add Purchases as ee ee -. 10,420 
16,520 
less Stock at finish.. ae aire a 6,500 
Materials consumed .. mc ore .. £10,020 


Having obtained this figure, we can now proceed to find the 
factory cost, as under— 


Materials consumed .. 54 Ot coe 0,020 
Productive Wages .. Ab wa a 4,500 
Prime Cost ate “a ae ma = 145520 

add Factory Oncost a ae we 1,800 
Works or Factory Cost DC .. £16,320 


By calculation, we find that the Works Expenses (£1,800) 
are 40 per cent. on the Wages (£4,500), and that the 
Administration Expenses (£2,448) are 15 per cent. on the 
Works Cost (£16,320). Future estimates would, therefore, 
be based on these a es thus— 


‘5 


Materials Consumed .. 5 
Productive Wages .. oe 


Prime Cost 
add Factory Oncost 40 Of ayo n Wages 


Factory Cost 
add General Oncost 15 % on "Factory Cost. 


Total Cost .. oe cit Bar 
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The selling price can now be fixed by adding to the total cost 
the percentage necessary to obtain the desired profit. It 
should be noted that profits are calculated on returns or sales, 
and not on cost. Thus, to obtain 33} per cent. profit on our 
sales, we must add 50 per cent. to the cost price, to obtain 
25 per cent. profit we must add 333 per cent. to cost, to 
obtain 20 per cent. we must add 25 per cent., and so on. 
The estimate would then be finished as follows— 


£ 
Total Cost 


add 25 % to return 20 of, Profit 


Selling Price .. a Da ates 


Students often get confused with these percentages owing to 
the fact that they have learnt in arithmetic to calculate the 
profit always on the cost price, whereas in business it is based 
on the selling price. 

Terminal or Contract Cost Accounts.—These are accounts 
relating to Contracts in which the costing is definite and 
terminating, the object being to ascertain the profit or loss 
on each contract undertaken. They are divided into two 
classes— 

Simple Contracts, such as those of builders and con- 
tractors; and 
Departmental Contracts, such as those of engineers and 
shipbuilders. 
These have been fully explained under the heading of Con- 
tracts. It remains here to deal only with the allocation of 
Establishment Charges over the different contracts, and with 
the ruling of the Cost Ledger when the Contract Accounts are 
not kept in the general double-entry books. As regards the 
apportionment of Establishment Expenses, there are three 
principal methods of doing this— 


(1) In the proportion that the time worked on the contract 
bears to the total time worked on contracts for the period ; 

(2) In the proportion that the wages paid on the contract 
bear tothe total wages paid on contracts during the 
period ; 

(3) In the proportion that the expenditure on the contract 
bears to the total expenditure on contracts for the period. 

Example.—Suppose that at the end of the year we wished 
to apportion £3,720 Establishment Charges between five 
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contracts. Then, on the data given, the allocation as per 
the three different methods would be as follows— 


| ESTABLISHMENT CHARGES. 
No, of aes F Total 5 | 
Contract. Hime, Wages. Expenditure. 
First Second Third 
Way. Way. Way. 
Days £ £ £ £ 
I 307 5,215 15,345 g2t 1,043 1,023 
2 275 4,455 13,455 825 891 897 
3 243 3,740 11,820 729 748 788 
4 217 3.045 8,925 651 609 595 
5 198 2,145 6,255 594 429 417 
1,240 18,600 55,800 3,720 3,720 3,720 


The second method is the more usual, though some accountants 
consider the first way is the most accurate and reliable. The 
apportionment fractions for the different methods are— 


307 
O. of £3,720, and so on; 
1,240 
215 
No. 2 aie Bios of £3,720, and so on; 
18,600 
No. 3 SEL of £3,720, and so on. 
55,800 


The ruling of the Cost Book or Ledger is shown on page 
312. 


Operating or Working Cost Accounts.—These accounts have 
reference to the cost of working tramways, railways, gas, 
water, and electric light companies, etc. A unit of cost is 
created in order to have a basis of comparison for the different 
items of expenditure. Sometimes two units are employed, so 
that any defects of the one basis may be remedied by the 
other ; for instance, in gas works, per ton of coal carbonised 
and per thousand cubic feet of gas sold; on railways, per 
train-mile run and per ton carried. This principle is adopted 
by trading businesses generally, the unit of cost being £100 
of sales. The various items in the Trading Account and in 
the Profit and Loss Account are expressed in terms of this 
particular unit, and thus afford a valuable means of 
comparison of one period with another. (See page 313.) 
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Single or Output Cost Accounts.—These are accounts drawn 
up for the purpose of showing the cost of a certain output of 
one class, such as a colliery, quarry, mine, brewery, distillery, 
etc., in which there is a natural unit of cost, as the ton of 
mineral raised, the barrel of beer brewed, etc. It is usual to 
find ‘“‘short-period”’ cost accounts prepared, called Cost 
Sheets, especially with collieries, iron foundries, cement and 
brick-making companies, the object being to see how the cost 
of production compares with the market price, with a view 
to restricting the output if the prices and conditions are 
unfavourable. 


COLLIERY COST SHEET. 


Fan. 19<c6 Feb., 19... 
—|— 
12,000 Tons. 11,500 Tons, 
Item of Expenditure. ner | [|| | 
Cost Amount, Cost Amount, 
per ton, per ton 
| ee a ee | SS ee Se oe 
Suan s.| @. 

Wacrs— 

Colliers .. oe well) Sel) FOX) it, 280 5 6 2 | 2,03 | 8,247 5 2 

Underground ee ae 11,20 560 2 5 11.39 545 | 16 4 

Surface Ac ae wa 5.98 2907) 4Si) 7 6.07 290 | 17 8 
WorKING EXPENSES— 

Timber Ae oe Ar 2.39 11g | ro 8 2.63 125 | 14 7 

Stores _ Ae OO me 1.07 53 | 6] 5 1.19 57 | 2 8 

Royalties .. oe oe 6.00 300 6.00 287 | 10 

Horse and Stable Expenses I.51 75 8| 9 1.47 70 9 | Io 

Repairs and Renewals fc 1.67 CST Gulaes 1.67 79) 25108 

Depreciation. . oe ee 2.9I |) 145 | 14 7 2.90 139 2 9 
ESTABLISHMENT CHARGES— 

Rent, Rates, Taxes, etc. .. 1.69 84 | 10 6 1.74 83 9 5 

Salaries and Management .. 3.50 175 3.65 175 

Bad Debts and Discounts .. 88 44 I 5 86 4r 5 6 

Sundry Expenses .. ee +70 35 2 | 10 68 32 9 7 

Total Cost .. eel] 5 | SET |] 3,255 | 33 | 12 5 | 628 13,175 | 19 | 2 
| 


It should be noted that the costs are calculated, not on the 
actual tons raised, but on the saleable tons raised. These 
Cost Sheets are sometimes drawn up in the form of a Trading 
Account, in order to arrive at the interim profit. Assume 
the stock of coal at the beginning and end of the period to 
be valued at an average price of 5s. 6d. per ton, and that 
10,000 tons had been sold for £3,781 12s. 6d. ; the Production 
Account for January would appear as follows— 
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Multiple Cost Accounts.—These are accounts relating to the 
cost of manufacturing several different commodities having 
little or no relation to each other as regards either cost or 
selling price, such as hosiery, boots, cycles, furniture, engineer - 
ing specialities, agricultural implements. They are naturally 
very elaborate and technical, and vary greatly in method, the 
most usual being to create a standard unit of output and to 
reduce all items of cost expenditure to terms of this particular 
unit. A basis is thus established for comparison of material, 
labour, and oncost expenses. 

Process Cost Accounts.—These are accounts designed to 
show the cost of preparing each separate part or process of a 
single manufactured article. They are applicable to chemical 
industries, food products, etc., in which there is conversion of 
material, and in which by-products arise, as in tanners, fell- 
mongers, etc. Each process is treated as a separate depart- 
ment, and the materials, labour, and oncost expenses of each 
process charged or allocated to it. Thus the finished process 
of one stage becomes the raw material of the next stage, and 
so on. If the processes are transferred from one department 
to the other at a price above cost—and this is sometimes done 
—each Process Account or department will then show a certain 
amount of profit. The by-products should have their value 
credited to the process in which they originate, thus reducing 
the cost of that particular process. 


Example— 

z Dr. NO. 1 PROCESS. Cr. 
To Raw Material .. ++||2,000 | 5 | 6 ]} By Transfer to No, 2 
», Charges on do, .. aa 50 a\r Process A/c «|| 3,207 fo) 5 
», Chemicals and Sundries .|| 168 4 2 
», Productive Wages a 120 | 15 9 
», Motive Power ., Cie b v2) ee le 
», Repairs and Renewals ..||_ 250 3 6 
», Depreciation ,,. «|| 240 z | ro 
» Works Expenses qc 50| 2| 6 

3,207 | O| 5 3,207 | o| 5 
Dr. NO. 2 PROCESS. Cr. 
To No.1 Process A/c __..|| 3,207 | 0 | 5 | By By-Product No, 1 A/c|| 426 | ro 
», Chemicals and Sundries .|| rro | 15 | 4 | ,, Transfer to No, 3 
», Productive Wages AS 90; | a ees Process A/c «|1 8,578 | 2 
» Motive Power .. «-|| 2r0 5 6 
», Repairs and Renewals ..|| 190 | rx 8 
» Depreciation .. ++{| 150 | ro 7 
,, Works Expenses ais 45 4 3 

4,004 | 12 4,004 | 12 
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Dr. NO. 3 PROCESS. Cr. 
To No. 2 Process A/c avll'3,578 | 2 By By-Product No. 2 A/c 328 6 6 

», Chemicals and Sundries . 82 | 11 6 », Lransfer to Trading 
», Productive Wages oe FON 8:6 INKS Sc: 50 we (li3;79% | 0 7 
», Motive Power 50 128 4 3 
», Repairs and Renewals ..|| 120] 5] 4 
», Depreciation .. +e 94 3 8 
», Works Expenses Ag 39 | IL 7 
ASTI) Tank 4,119 |) 7 | x 
Dr. BY-PRODUCT NO. 1 ACCOUNT. Cr. 
To No, 2 Process A/c : | 426 | Io | | | 
Drs BY-PRODUCT NO. 2 ACCOUNT: ‘ Cr. 
To No. 3 Process A/c sel = 328: ||. 6 | 6 | | | 
Dr. CHEMICALS AND SUNDRIES. Cr. 
To Cash re ee soil) (226) Ey, By Transfer— 
», Sundry Creditors es||| OX 2A 05 No. 1 Process A/c valle OSM rain) a2 
No. 2 Process A/c TIO.) 25 4 
No. 3 Process A/c ele 82 | 11 6 
», Balance (Stock) c/d Sa 
407 | 19 5 407 | 19 5 
To Balance (Stock) b/d 46 8 5 


Dr. PRODUCTIVE WAGES. Cr. 
To Cash sie pre J 77 | 6! 4 § By Transfer— 
Bea con A AG G 65 9 8 No. 1 Process A/c 120 | 15 9 
patos, 3 A 76 5 5 No. 2 Process A/e 90 | 4 3 
ess ao 68 Gala No. 3 Process A/c 76 8 3 
287 8 287 8 9 
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Dr. MOTIVE POWER. Cr. 
: : r - 
To Stock (Coal, Coke, and By Transfer— | | i 
Sundries) ais cE 400 | I2 9 No. 1 Process A/c i) 2 327 | 4 3 
»» Purchases are alle ZOn EEO 8 No. 2 Process A/c ..|| 210; 5 6 
>> Wages)“. | sal\ ir7o 4 5 No, 3 Process A/‘e “| 128 4 | 3 
, Gas and Electricity .. 82 | 11 | 10 » Balance (Stock)  e/d S54. [ eS 3 
», Water .. we AS WanSeily oa | 
1,219 9 a | 1,219 9 3 
To Balance (Stock) b/d 553 | 15 3 | 
| ; 


Dr, REPAIRS AND RENEWALS OF PLANT, MACHINERY, ETC. Cr. 


To Stores A/c we --|| 309 | ro | rx | By Transfer— .. . | 


», Purchases ie welll S70 qex5 No. 1 Process A/c ; 250 3 6 
», Wages- .. as Re 80] 14 | 7 No, 2 Process A/c ee} too} try} 8 
No. 3 Process A/c 120 | 5 4 
561 ° 6 561 ° 4 
aoe eT 
Dr. DEPRECIATION. Cr. 
To Plant, Machinery, Tools, | By Transfer— 
ete. ae oe --|| 484 | 16 I No, 1 Process A/c osf] 240 I fe) 
No. 2 Process A/c --|| 150 | 10 7 
No, 3 Process A/c ue 94 | 3 d 
eel ee 
484 | 16 I 484 16 1 
| | [ls 
Dr. WORKS EXPENSES. Cr. 
To Sundries .. ne On 5c h ro By Transfer— | 
»» Cash axa ate at 30 | 15 No, 1 Process A/c we 50 | 2 6 
», Sundries .. ee af 38 4 3 No, 2 Process A/c salle} 4} 3 
», Cash a Of are 3019 I No. 3 Process A/c Ao | 39 | rt? 
134 | 18 | 4 | 134 cv8a\ie a 


| es 


In the above pro formaé example the preces; and by-product 
accounts have been given a number for the sake of distinc- 
tion. In actual practice they would, of course, be desig- 
nated by their proper technical name, as, for instance, the 
chemical processes of reduction, concentration, crystallisation, 
purification, etc. 

Departmental Cost Accounts.—These are accounts relating 
to the cost of working each department, as in a factory, the 
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object being to ascertain the result of the different depart- 
ments rather than the actual cost of the article manufactured, 
as in the businesses of spinners, weavers, etc. The accounts 
are similar to ordinary departmental accounts; materials, 
productive wages, and direct expenses being specifically 
charged to the departments. The indirect expenses are 
allocated according to the amount of floor space occupied by 
each department, or according to the amount of wages paid, 
or in proportion to the respective turnovers of the departments. 
(See DEPARTMENTAL ACCOUNTS.) 

Units of Output or Earning.—The following units of output 

or earning are generally in use— 

Brewertes—per barrel of beer brewed. 

Brickworks—per 1,000 bricks made. 

Iron and Steel Manufacturers, Smelters, etc.—per ton per 
make produced. 

Colltertes—per saleable ton of coal raised. 

Mines—per ton of ore raised. 

Hotels—per visitor per day. 

Gasworks—per ton of coal carbonised; and per 1,000 
cubic feet of gas sold. 

Waterworks—per 1,000 gallons of water consumed. 

Electric Light Works—per ton of coal used, and per 
100 Board of Trade units of electricity sold. 

Railways—per ton carried, and per train-mile run. 

Tramways— 
Electric Traction—per k.w. hour, and per car mile run. 
Horse Traction—per car mile run, and per passenger 
carried. 

Trading Businesses with a miscellaneous output—per 
£100 of sales. 

Reconciliation of Cost Accounts with the Financial Books.— 
Cost Accounts should be kept on double-entry principles for 
the purpose of having a check upon the arithmetical] accuracy 
of the work especially as they involveso much detail. Costing, 
however, is often the work of an entirely separate depart- 
ment, and hence the cost accounts may form no part of the 
general double-entry books. Reconciliation may easily be 
effected by means of an adjustment account, called ‘Cost 
Ledger Account,’’ opened in the General Ledger. All the 
detail of the Cost Ledger must be posted in total periodically 
to the Adjustment Account, both debits and credits; and 
the balance of this account will agree with the net result of 
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the balances in the Cost Ledger. If it is desired to make the 
latter self-balancing, the Adjustment Account may be copied 
into it, transposing the debits and credits, and changing the 
name of the account to ‘‘ General Ledger Account.’’ 


Example (suitable for Contracts)— 


Dr. COST LEDGER ACCOUNT. Cr. 
To Stores Used A/c.. we By Stores Returned 
»» Special me a sc », Plant Returned 
», Plant Used hee a6 », Contracts A/c 
», Wages .. ae »» Work-in-Progress cfd 
», Expenses, 


An Establishment Charges... 


To Balance .. ho 1yfak | 


COST, INSURANCE, AND FREIGHT.—A term used, more 
especially in its abbreviated form, C.1.F., to denote that the 
price quoted includes the cost of the goods plus insurance 
and freight charges. 

COUNCIL DRAFTS.—These are bills drawn by the British 
Government upon the Indian Government and payable in 
rupees at the treasuries in Calcutta, Bombay, or Madras. 
The Indian Government has to pay the British Government 
large sums of money for interest and other charges, and, 
when the state of the revenue permits, advises the India 
Council in London to draw on it in discharge of those liabilities. 
The Secretary of State for India invites, by means of adver- 
tisement, tenders for so many lacs of rupees. Bankers and 
merchants having remittances to make to India buy these 
drafts, or arrange for telegraphic transfers, paying for them 
with gold. This procedure obviates the necessity for 
transmitting bullion from one country to the other. 

COUNTERFOIL.—That part of a cheque, receipt, order, 
etc., which is retained in the cheque book, receipt book, 
order book, etc., and on which is entered, for future reference, 
short particulars of the cheque, receipt, order, etc., sent away. 
Where counterfoils are not in use, carbon copies of documents 
are generally kept. 

COUPON.—The word denotes a cutting, from the French 
couper = to cut. Coupons are warrants for the payment of 
interest falling due upon Debentures to Bearer. A sheet of 
coupons is attached to the debenture bond, so that as the 
due dates arrive, the appropriate coupon may be cut off and 
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presented for payment. On each coupon is stated the 
amount of interest due and the date of payment. Bankers 
receive and collect coupons in the same way as cheques ; the 
interest due, however, will only be received mez, that is, less 
income tax at the rate or rates current during the period 
covered by the coupon. When further coupons are required, 
a voucher called a talon, attached to the debenture, must be 
filled up and sent in. The following is a specimen coupon— 


COUPON No. 20 


RETROP MANUFACTURING CO., LTD. 


5 % First Mortgage Debentures to Bearer 


Debenture No. 1or £100 | 


Coupon for £2 : 10 : 0 (less income tax), halt- 
year’s Interest due 1 July, 19.., payable at the 
SAFE BANK, Ltp., HiLLtcorn, Lonpon, E.C., or at, 
the Registered Office of the Company. 


A. SHEPHERD, 
Secretary. 
f2 3 10 : 0 


Coupons are also used for the payment of dividends on shares 
represented by Share Warrants to Bearer. The coupons have 
usually to be left three clear days for the purpose of 
examination. (See also DEBENTURES.) 

‘COUNTERSIGN—COUNTER-SIGNATURE.—An additional 
signature in support of the genuineness of the principal 
signature or signatures. . 

CR.—An abbreviation for Creditor, placed at the top of a 
Ledger account on the right-hand side. 

CREDIT.—tThe right-hand side of a Ledger account. The 
time allowed before payment will be required, as three 
months’ credit. 

To Credit—To make an entry on the right-hand side of 
an account. 

CREDIT BALANCE.—(See BALANCE.) 

CREDIT NOTE.—A statement (generally in red ink) giving 
particulars of any allowance made to a person in respect of 
goods returned, short weight, overcharge, etc. The following 
is an example— 
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CREDIT NOTE. 
Lonpovn, E.C., 
20th: Dec Ost 
Mr. R. Tatler 
in Credit with | 
ALFRED ROBINSON. | 
| 
By 10 yards Grey Cloth | | 
returned defective ..| 3/11 Pe RS 20 
é| 1} 19) 2 | 
| Sate ag hae ie. Ni 
| ane eae ace 


CREDITOR (abbreviated Cr.) —One to whom money is 
- owing; the giving part of a transaction. 

Creditors for Rent.—(See STATEMENT OF AFFAIRS.) 

Creditors on Bills.—The total of the Bills Payable not yet 
matured. 

Creditors on Open Accounts.—Same as Sundry Creditors. 

Cash Creditor.—A Creditor for money lent. 

Fully Secured Creditors—Partly Secured Creditors—Pre- 
ferential Creditors—pre-Preferential Creditors.—(See STATE- 
MENT OF AFFAIRS.) 

Sundry Creditors.—The total of the Bought Ledger balances. 

Trade Creditors.—Creditors for goods supplied. 

Unsecured Creditors.—(See STATEMENT OF AFFAIRS.) 

CREDITORS’ LEDGER.—Same as Bought or Purchases 
Ledger. 

CRORE.—(See RUPEE.) 

CROSSING OF CHEQUE OR BILL.—General Crossing— 
Special Crossing.—(See AND Co., CHEQUE.) 

CUM DIV.—An abbreviation for cum dividend, which means 
that the purchaser of the stocks or shares is buying also the 
right to the dividend which is due or accruing. 

CUMULATIVE PREFERENCE SHARES.—(See under 
COMPANY.) 

Arrears of Dividend on ditto.—(Sce ARREARS.) 

CURRENT ACCOUNT.—(See BANK CuRRENT ACCOUNT, 
DrawinG AccounT, and AccounT CURRENT.) 


D/A.—Documents attached ; term used in connection with 
documentary bills. 

D/D.—Demand Draft. (See Birt oF EXCHANGE.) 

d/d.—Days after date. (See Birt oF EXCHANGE.) 

d/s.—Days after sight. (See Britt oF EXCHANGE.) 
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DAMAGE BY FIRE OR WATER.—A separate account 
should be opened for all such damage sustained, a Journal 
entry being made thus— 


Damage by Fire (or Water) Diz 
_ To Goods Cr. 
, Furniture and Fixtures Cr. 


If the goods or property are not insured, then the account 
will be closed by transfer to Profit and Loss; but if the 
damage is covered by insurance, the money received from the 
Insurance Company will be credited to this account, and only 
the balance written off to Profit and Loss. (See also FIRE 
ACCOUNT.) 

DAMAGES FOR BREACH OF CONTRACT.—(See 
ContTRACT ACCOUNTS.) : 

DATING FORWARD.—This is the practice adopted in 
some trades of dating the invoice for goods two or three 
months ahead of the date on which the goods are actually 
sold, the time for payment being counted from the forward 
date. It does not affect the books, except that both dates 
must be carried through to the Ledger; otherwise the 
customer will be asked for payment before the proper time. 
It simply gives the buyer an extra period of credit by allowing 
him the use of the goods at an earlier date. 

DAY BOOK.—(See Sates Book.) 

DAYS OF GRACE.—(See BILL oF EXCHANGE, INSURANCE 
AND ASSURANCE ACCOUNTS.) 

DEAD CHARGES.—Fixed Charges. (See Cost ACCOUNTS.) 

DEAD RENT.—(See ROYALTIES.) 

DEATH DUTIES.—tThese consist of (1) Estate Duty, (2) 
Legacy Duty, (3) Succession Duty, all of which are explained 
under their respective headings. 

DEBENTURE (CUSTOMS).—A certificate issued by the 
Customs Authorities to a merchant, entitling him to payment 
of the drawback on goods which he has exported. 

DEBENTURE.—(See ComMPANny.) 

Bearer Debenture.—(See COMPANY.) 

Mortgage Debenture.—(See COMPANY.) 

Naked or Simple Debenture.—(See COMPANY.) 

Perpetual or Irredeemable Debenture.—(See COMPANY.) 

Registered Debenture.—(See COMPANY.) 

Terminable or Redeemable Debenture.—(See COMPANY.) _ 

DEBENTURE APPLICATION FORM.—The specimen is 
shown on page 324. 
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RETROP MANUFACTURING COMPANY, LIMITED. 
FORM OF APPLICATION FOR FIRST MORTGAGE DEBENTURES 


Issued in 500 Bonds of £100 each, carrying Interest at the 
rate of £5 per cent. per annum. 


To the Directors of the RETROP MANUFACTURING COMPANY, LIMITED. 


Gentlemen ,— 
Having paid to the Company’s Bankers the sum of f........ ; 
being a deposit of Ten per cent. on f£.......... First Mortgage 


Debentures in the above-named Company, I request you to allot me 
such Debentures upon the terms of the Company’s Prospectus, and 
I agree to accept the same, or any smaller amount that may be 
allotted to me, and I agree to pay the further instalments as provided 
by and at the dates specified in the said Prospectus, and I authorise 
you to register me as the holder of the said Debentures. 


SU OMGLUTE nisin ere cians o ebsvenelelse ote) ete eteheta akeretel eta 
Nant HHL. a eae cars wise sca 5 Rauarrens le hsiar Ge © is, GLAS fev ue ofebele tats (a Sa eateMtea erates 
(State whether “ Mr.,” “ Mrs.,” or “‘ Miss,” and Title, if any.) 
AGAVESS tH Ul rerats) crn) sero eenan Tat adettets. ete! ovate oar ateeamenees caste Be aia cal morn 
OCCUP ATOM -iiare can ltl sicrstonatate ainda eas tatatetery rales lela visto) ousted) toh ee 
DDGIG Fin castuiccinevenarssUabeceteh iste are ,19 


All Cheques to be made payable to the Company’s Bankers. A separate Cheaue must 
accompany each separate Application. 

This sheet should be forwarded Entrrr tu the Company’s Bankers, the Sars BANK, 
LruiTep, Hillcorn, London, E.C., together with Cheque. 


RETROP MANUFACTURING COMPANY, LIMITED. 
BANKERS’ RECEIPT. 


RECEDV ED thisi res cern seiersteets Gayo lceerenmeny cto tears plone, 
bio} 08 EMR SER COGN oo Cun arog s on Medd beoakeadoen 
for the credit of the RETROP MANUFACTURING CO., LTD., the 
SOTO Olean cierece ie nner , being a deposit of Ten per cent. on‘f........ 


First Mortgage Debentures in the above-named Company. 
For the SAFE BANK, LIMITED, 


oh : : Cashier. 


This Receipt, when returned from the Bankers, to be preserved by the Applicant for 
exchange in due course for Debentures. 
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DEBENTURE BOND.—The following is a specimen— 


DEBENTURE BOND. 


RETROP MANUFACTURING COMPANY, LIMITED. 
(Incorporated under the Companies Acts, 1908 to 1917.) 


Registered Office ; 154 King Rufus Street, London, E.C. 


IssuE oF £100,000 FIRST MORTGAGE DEBENTURES, 
in 1,000 Bonds of £100 each, 
bearing Interest at the rate of £5 per cent. per annum. 


No. 676. DEBENTURE. £100 


1. The RETROP MANUFACTURING COMPANY, LIMITED 
(hereinafter called ‘‘ the Company ’’), hereby covenant to pay to the 
Registered Holder, on presentation of this Debenture, on the Ist day 
of July, 19.., or at such earlier date as the principal moneys hereby 
secured shall become payable, at the Registered Office of the Company 
or at their Bankers, the sum of One Hundred Pounds. 


2. The Company will in the meantime pay to the Registered 
Holder for the time being Interest on the said £100 at the rate of £5 
per cent. per annum by equal half-yearly payments on the 30th of 
June and the 31st December in each year, the first of such payments 
to be made on the 3lst December, 19... 


8. The Company hereby charges, by way of floating security, 
all its real and personal property (present and future), its stock-in- 
trade, goodwill, and all the undertaking, also its uncalled Capital 
with the payment of the principal and interest. 


4, The principal moneys hereby secured shall immediately become 
payable if the Company make default for a period of one calendar 
month in the payment of any interest hereby secured. 


5. This Debenture is one of a series of 1,000 ranking equally, 
and is issued subject to the conditions endorsed hereon, which are 


deemed to be part of it. © 
GIVEN UNDER THE COMMON SEAL OF THE COMPANY 


ee 


Directors. 


eoocereer sere reer eene 


Secretary. 
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DEBENTURE CAPITAL.—The money borrowed by a 
limited company by means of Debentures. Some accountants 
object to the use of the word Capital in this connection, and 
think the term ought to be restricted to the amount subscribed 
by the shareholders. 

DEBENTURE DISCOUNT.—This is a loss to the Company, 
and a separate account is opened for it in the Ledger. If 
there are other expenses, such as brokers’ and underwriting 
commission, etc., the whole is debited to an account entitled 
“Cost of Issue of Debentures.’’ By Section 90 of the C.C.A., 
1908, the amount of such commission and discount must be 
separately stated on the Balance Sheet until the whole is 
written off. If the debentures are irredeemable, the amount 
may be capitalised, or gradually extinguished like Preliminary 
Expenses. When the debentures are redeemable, the amount 
is usually written off over the period of the loan; thus, if 
the money is repayable at the end of ten years, then one- 
tenth of the Cost of Issue, or Discount, will be written off 
each year. But if the debentures are repayable by annual 
drawings of a stated amount, the discount should be written 
off each year in proportion to the amount of debentures 
outstanding ; so that the years which have the use of the 
larger amount of debentures should be charged with the 
larger proportion of discount. The debentures themselves 
will appear in the Balance Sheet at their nominal or face value. 

Example 1.—A Limited Company issues £10,000 Debentures, 
at a discount of 5 per cent., repayable at the end of five years. 
Show the Discount Account in the Ledger for this period. 


Dr, DEBENTURE DISCOUNT. Gr. 
Year. 7 % : Year. 

t To Debentures ..|| 500 | I By Profit & Loss 4.|| 100 
| », Balance c/d ..|| 400 
500 500 
2 To Balance b/d ..|| 400 2 By Profit & Loss ..|| roo 
» Balancec/d  ..|| 300 
400 400 
3 To Balance b/d ../| 300 3 By Profit & Loss ..|| roo 
»» Balance c/d ..|| 200 
300 300 
4 To Balance b/d ..|| 200 4 By Profit & Loss ..|| too 
», Briancec/d ..|| 100 
200 200 
5 To Balance b/d ..|! roo 5 By Profit & Loss ../| 100 
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Example 2,—A Limited Company issues £10,000 Debentures, 
at a discount of 5 per cent., repayable by annual drawings of 
£2,000. Show the Discount Account in the Ledger for the 
period of duration of the Debentures. 


The Debentures outstanding 1st year will be 10,000 
n 


” ” ” 58 aS 8,000 
” ” » 3rd_,, a 6,000 
a3 92 re) 4th ” 2? 4,000 


oth ,, a 2,000 


otal ys .- £30,000 


Therefore, $$ths of the discount must be written off in the 
first year, 3 ths the second year, and so on, thus— 


Dr, DEBENTURE DISCOUNT. Cr. 
Year. : En 
ul To Debentures By Profit & Loss..|| 166 | 13 | 4 
» Balance c/d ..|| 333 6 8 
500 
2 | To Balance b/d .. By Profit & Loss ..|| 133 | 6] 8 
+ Balance c/d | 200 
5S | OIF S 
3 To Balance b/d .. By Profit & Loss ..|/ 100 
», Balancec/d ..|| 100 
200 
4 To Balance b/d . By Profit & Loss .. 66 r3n ied 
», Balance ae 33 6 8 
100 
5 To Balance b/d .. | By Profit & Loss .. 33 6| 8 


DEBENTURE HOLDER.—A person who holds debentures 
or debenture stock in a limited company. 

Register of Debenture Holders.—(Specimen on page 328.) 

Register of Debenture Stockholders.—(Specimen on page 329 ) 

DEBENTURE INTEREST.—The Interest payable half- 
yearly on the Debentures. In the accounts of ordinary 
limited companies such interest is charged to Profit and Loss 
Account ; but in the double account system it is charged to 
the Net Revenue or Appropriation Account. 
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DEBENTURE INTEREST ACCOUNT.—Debenture Interest 
is usually charged to a Debenture Interest Account, which is 
closed eventually by transfer to Profit and Loss. A Journal 
entry is made thus— 


Debenture Interest Dr. £600 
To Debenture Holders Cr. £450 
» Income Tax Account Cr. £150 


the Company being entitled to deduct income tax at the 
current rate from the Interest before paying it. A cheque 
is drawn for the net amount of Interest payable, and posted 
to the debit of Debenture Holders Account, thus closing it. 
This amount of money is paid in to a Debenture Interest 
Account at the Company’s Bank, and cheques or warrants 
drawn on this Account are sent to the individual debenture 
holders for their respective portions. If all the cheques are 
not cashed, there will be a balance in this Account, and this 
will be shown on the liabilities’ side of the Company’s Balance 
Sheet at balancing time, as ‘‘ Unclaimed (or Unpaid) Debenture 
Interest,’’ and on the assets’ side as “‘Cash at Bank on 
Debenture Interest -Account,’’ or the cash may be merged 
with the other cash at bank. If the number of Debenture 
Holders is not very large, a separate Bank Account may 
not be opened, but cheques for Debenture Interest may be 
drawn on the ordinary Bank Account. 

In examination work the student often finds in the Trial 
Balance an entry similar to this— 

Debenture Interest (less tax at 5/-) nie ae -- £450 


In the Profit and Loss Account, he must raise the Debenture 
Interest up to its full sum by adding on to it the amount of 
tax, and deduct this same amount from the Rates and Taxes 
Account if the Company has paid its income tax for the 
year ; if the Company has not done so, then the amount of 
the tax will appear on the liabilities’ side of the Balance 
Sheet thus— 


Income Tax Account (credit balance) ., ay Bo ileX0) 


The amount of the tax is found as follows: The tax being 

60d. in the {, every 240 pence becomes 180 pence. By 

taking 3% or $ of £450 we shaJ! obtain the amount of the 

tax, namely, £150, to add back to the Debenture Interest, 

thus raising the latter to the original sum of £600. 
DEBENTURE INTEREST BOOK.—A book giving par- 

ticulars concerning the individual Debenture Holders, their 
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names, addresses, amount of debentures held, amount of 
interest due, tax deductible, and net interest payable. The 
following is a specimen— 


DEBENTURE INTEREST BOOK. 


Amount of 
Fol. Name of Debenture Mepentires 


Holder. Hela 


3 year’s Net 
Interest. ae Interest, |] Remarks. 


1 
1 
' | | 


DEBENTURE LEDGER.—A Debenture Ledger is some- 
times kept after the following style— 


Dr. W. MARSHMAN. Cr. 


In- Princi- In- Princi- 
terest. pal. terest. pal. 


Jan. 1 | By Cash 

(6 Debenture 
of £100 each, 
| Nos, 201-206) 600 


| June 30| By Interest for 
i half-year at 


1 5% £30 0 0 | 
| : less 
ror8. | \ i | nee 7 10 0 
July 2, ToCash.. .. 2/10 ———}22|10 
etc. | etc. 
1923. 
Jan. «| ToCash.. ..} 600 | 


| | 600 | 600 eal 


DEBENTURE PREMIUM.—This is a profit to the Com- 
pany, and as it forms no part of the Debenture liability, a 
separate account is opened for it. Unless the articles forbid 
it, there is nothing to prevent the premium being taken to 
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Profit and Loss as a divisible profit. This practice, however, 
is condemned by all the leading accountants, as profits avail- 
able for dividend should be profits earned. It is more usual 
to find the premium used to write down the value of fictitious 
assets such as goodwill, preliminary expenses, etc. The 
expenses (if any) of issuing the debentures are, of course, a 
first charge against the premium. In some cases the pre- 
mium is transferred to the Redemption Fund, and thus used 
for purposes of repayment. 

DEBENTURE REDEMPTION FUND.—(See REDEMPTION 
OF DEBENTURES.) 

DEBENTURE REGISTER.—(See DEBENTURE HOLDER.) 

DEBENTURE SINKING FUND.—(See REDEMPTION OF 
DEBENTURES.) 

DEBENTURE STOCK.—(See Company.) 

DEBENTURE STOCKHOLDER.—(See DEBENTURE 
HOLDER. ) 

DEBENTURES AS SECURITY FOR LOAN.—When a Com- 
pany issues Debentures as security for a Bank Overdraft or 
a Bank Loan, this fact should be noted on its Balance Sheet 
by entering the amount of the Debentures so issued in short, 
that is, not extending it into the money columns, a note 
being added explaining why the Debentures have been issued. 
Some accountants, however, prefer to make an entry debiting 
a Debenture Suspense Account and crediting the Debentures 
Account. The lability on Debentures is thus temporarily 
increased, and the Debenture Suspense Account figures for 
the time being on the assets side of the Balance Sheet. When 
the overdraft has been cleared off, or the loan repaid, and the 
Debentures released, a reversing entry is passed through the 
Journal, closing the Suspense Account and restoring the 
Debentures to their original figure. 

DEBIT.—The left-hand side of a Ledger Account. 

To Debit.—To make an entry on the left-hand side of a 
Ledger Account. 

DEBIT BALANCES.—(See BALANCE.) 

DEBIT NOTE.—A statement giving particulars of any 
charge it has become necessary to make, such as carriage 
paid on goods, error or omission in previous invoice, etc. 
(For specimen, see following page.) 

DEBTOR (abbreviated Dr.).—One who owes money; the 
receiving part of a transaction. 

Cash Debtor.—A debtor for money lent. 
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DEBIT NOTE. 
Lonpon, 
13th Feb., 19.. 
MEssrs. BRowN & SMITH, 
Hilicorn, 
Redcliffe. 
Dr. to 
ARTHUR HENRY. 
To Carriage paid on eS invoiced on 
Thom sates Ae 50 as 8] 9 
», Error in cast of i invoice ye oe 10 18) 9 
M 18] 9 


Loan Debtor.—Same as CasH DEBTOR. 

Sundry Debtors.—The total of the Sales Ledger balances, 

Trade Debtor.—A debtor for goods supplied. 

DEBTORS FOR RENT.—The amount owing for Rent from 
sub-tenants to whom any part of the office, warehouse, or 
shop has been sub-let. 

DEBTORS’ LEDGER.—Same as SALES LEDGER. 

DEBTORS ON BILLS.—The total of the Bills Receivable 
not yet matured. 

DEBTORS ON OPEN ACCOUNTS.—Same as SUNDRY 
DEBTORS. 

DEDUCTIONS ALLOWED.—(See INcoME Tax.) 

DEDUCTIONS NOT ALLOWED.—(See INcoME Tax.) 

DEED OF ARRANGEMENT.—A deed embodying an 
arrangement arrived at between a debtor and his creditors 
to assign all his property to a trustee for their benefit, to 
pay them by instalments, or to compound with them. Such 
a deed is governed by the Deeds of Arrangement Act, 1914. 
It enables a debtor to escape the publicity and stigma of the 
Bankruptcy Court; while the creditors obtain a bigger 
dividend, as the expenses consequent on bankruptcy are 
avoided. Such an arrangement, however, constitutes an 
Act of Bankruptcy, and a dissentient creditor may bring a 
bankruptcy petition against the debtor. Should the debtor 
be declared bankrupt within three months of the execution 
of the deed, the latter becomes void against the trustee in 
bankruptcy. Owing to this contingency, the trustees under 
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deeds generally allow three months to elapse before 
distributing any of the assets realised. 

DEED OF PARTNERSHIP.—(See PARTNERSHIP ACCOUNTS.) 

DEFERRED ANNUITY.—A yearly payment during the 
life of a person, but not commencing until some stated future 
date. Such annuities may be purchased by means of periodical] 
instalments or by payment of one lump sum. 

DEFERRED CREDITORS.—(See STATEMENT OF AFFAIRS.) 

DEFERRED PURCHASE SYSTEM.—(See HirE-PURCHASE 
SYSTEM.) 

DEFERRED SHARES.—(See CoMPANY.) 

DEFICIENCY.—In book-keeping, excess of liabilities over 
assets. 

DEFICIENCY ACCOUNT.—(See STATEMENT OF AFFAIRS.) 

DEL CREDERE AGENT.—(See CONSIGNMENT.) 

DEL CREDERE COMMISSION.—(See CONSIGNMENT.) 

DEMAND DRAFT.—Same as SIGHT DRAFT. 

DEMAND, ON.—(See BILL OF EXCHANGE.) 

DEMONSTRATIVE LEGACY.—(See LEGAcy.) 

DEPARTMENTAL ACCOUNTS.—These are accounts 
relating to a business having several departments, it being 
desired to ascertain the trading results of each class of goods, 
or department, separately. This necessitates analysing the 
purchases and sales, and involves the keeping of Depart- 
mental Purchases and Sales Books. The following are 
cxamples— 


DEPARTMENTAL PURCHASES BOOK. 


Date. Name. Fol.|| Total. Dept. 1. Dept. 2. || Dept. 3. || Dept. 4. 


DEPARTMENTAL SALES BOOK. 


Date. Name, Fol. Total. |Dept. 1.||Dept. 2.|| Dept. 3.|/ Dept. 4. 
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Similar rulings would be required for the Returns 
Inward and the Returns Outward Books. The tabular 
pee aa is sometimes extended to the Ledger Accounts, 
thus—— 


Dr. STOCK. Cr. 


Date. |Particulars.|' Total. { Date. |Particulars. pert: Der Total. 


i} 


The Purchases, Sales, and Returns Accounts would be ruled 
in similar fashion. If the business is a manufacturing one, 
the wages and manufacturing charges would be dissected, 
and each department debited with its proper proportion, 
separate Ledger Accounts being opened for each department’s 
wages, etc. At balancing time, therefore, it becomes possible 
by means of a tabular Trading Account to ascertain the gross 
profit of each department. Some businesses are content with 
this ; others desire to arrive at the ne¢ profit of each depart- 
ment. The business taken as a whole might be yielding a 
satisfactory net profit, and yet one particular department 
might be running at a loss. Only departmental Profit and 
Loss Accounts would reveal this fact. Such a decided 
advantage, therefore fully compensates for the extra work 
involved in analysing the transactions and in keeping addi- 
tional ledger accounts. The indirect or selling expenses are 
allocated to the departments either according to the amount 
of floor space occupied by each, or in proportion to the turn- 
overs of the departments. It is seldom possible to arrive at 
the exact amount by means of direct analysis, and the 
turnover method is considered to yield the fairest result. 
Where a Departmental Trading Account is not desired, 
the ledger account of each department will be in simple 
form. 
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Example— 
Dr. ‘4?’ DEPARTMENT. Cr. 
To Stock .. ee By Sales 
», Purchases aXe », Returns Aa 
we Cece! AG a Wp tOCK™ ‘ars ..| c/d 
», Returns .. oe 


5) WWASeSoe ee 
», P. &L.(grossprofit) 


To Balance .. «| b/d 


But where a Departmental Trading Account is required, 
the ledger accounts will be more elaborate. They will 
either be in tabular form, or separate accounts, thus— 


Dr. STOCK, DEPARTMENT “‘A,”’ Ge 
Dr. SALES, DEPARTMENT “‘ A.” Cr. 
—— — | | 
| 
Dr. WAGES, DEPARTMENT “ A.” Cr. 


Example.—From the following particulars prepare Depart- 
mental Trading and Profit and Loss Account for the year 
ending 3lst  Dec., 19.., apportioning the expenses 


between the departments in proportion to their respective 
turnovers. 
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Stock (Raw Materials and Finished aise 
A Dept. Ist Jan. 5 ore co ate 8,000 
B Dept. Ist Jan. ue 20 at 7,000 
Purchases aod Materials) A Dept. oe oie ee 0,000 
( Heth) Sees; 56 35 -- 15,000 
Sales A Dept.. 5d a ae BG on ate -» 50,000 
ae Ping POO oo St 30 ae oo -- 30,000 
Exhibition Expenses. . oe Be St 36 5c 1920 
Wages—A Dept. o ee a a4 4,000 
Travellers’ Commission and ‘Expenses as ae ae 5,400 
Wages—B Dept. on ae a6 o6 oc 56 2,900 
Rent, Rates, and Taxes oe ts = aA as 1,000 
Furniture and Fixtures Ae Bie ite as Pa 1,280 
Salaries ote A ee an 3,600 
Working Plant and Utensils ee we 0,600 
Insurance (Fire and ee ness Liability) 
(£40 of this is prepaid) . is we a 800 
Bad Debts Reserve, Ist Jan., re Bee 750 
Horses, Harness, Motor Vans oa Vehicles 0 AiR 8,000 
Directors’ Fees Bn Ae af te Ae a 2,000 
Sundry Debtors : ae at ae 23,000 
Postage, Telegrams, and Bill "Stamps oc 66 Sc 920 
Difference in Exchange (Dr. balance) ae 50° Si 40 
Sundry Expenses... st ere a 26 a6 2,800 
iBadeDebts sess 832 
Stationery, Sample Books, and Catalogues (£500 « of these 
are still in stock) .. 3,500 
Debenture Interest .. te as le O65 ie 600 
Discounts on Purchases Sie Ao ae oe Bie 1,750 
wi Sales a. ise re oe ae 3,270 
Stable and Motor Expenses. . oe Be ae oe 640 


Depreciate Working Plant, etc., 10 per cent. ; Horses, Harness, 
Motor Vans, etc., 10 per cent. ; Furniture, 24 per cent. Make 
a Reserve of 5 per cent. on Sundry Debtors. Stock of Raw 
Materials and Finished Goods on 31st Dec., 19.., was— 
A Dept. £10,000 ; B Dept. £8,000. 

(For solution, see page 338.) 

DEPARTMENTAL CHARGES.—In Cost Accounts the same 
as Manufacturing Expenses. 

DEPARTMENTAL COST ACCOUNTS.—(See CostT 
ACCOUNTS.) 

DEPOSIT ACCOUNT.—(See BANK Deposit ACCOUNT.) 

DEPOSIT RECEIPT.—tThe receipt given by a bank for 
money lent at interest. It needs no stamp and is not 
transferable. 

DEPOT ACCOUNTS.—(See BrancH Accounts.) 
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DEPRECIATION.—Depreciation is the gradual decrease in 
value of an asset from any cause. It denotes a permanent 
decrease in value, and must not be confounded with fluctua- 
tion, which indicates merely a /emporary shrinkage in value. 
It is a much more comprehensive term than wear and tear, 
which signifies loss of value from one cause, namely, use ; 
depreciation includes loss of value arising not only from wear 
and tear, but from all other causes. 

Causes of Depreciation. —The causes of depreciation 
are— 

(1) Ordinary, inherent, or internal, such as wear and tear 
ei wasting assets arising through use or working, ¢.g., buildings, 
plant. i 

(2) Extraordinary or external, such as obsolescence in the 
case of machinery, effluxion or expiration of time in the case 
of a lease or patent, a fall in market price in the case of 
investments. 

Reasons for Charging Depreciation.—The object of depre- 
ciating assets is that they shall show on the Balance Sheet 
at their true value on that date; otherwise, the assets would 
be overstated and the Balance Sheet would be a false repre- 
sentation of affairs. Further, assets such as plant and 
machinery are held for the purpose of earning income, and 
the loss arising on those assets through wear and tear is 
undoubtedly a loss incurred in the earning of such income, 
and should equitably be charged or set off against it. Again, 
if depreciation is not provided for by charges against Revenue, 
fresh capital will have to be raised whenever the necessity for 
replacing the asset arises. 

Special Terms used in Connection with Depreciation.—The 
Life of an asset ‘s the number of years that it will continue to 
be usable or productive. Some assets at the end of their life 
have no value at all, such as a lease; other assets, such as 
plant and machinery, have a Residual or Break-up Value, 
that is, the value of the material as scrap iron. Machinery is 
said to be scrapped or thrown on the scrap heap when it is 
discarded at the end of its period of usefulness, and also 
when it has been superseded by newer and more efficient 
machinery. In certain businesses, the possibility of Obso- 
lescence, 7.¢., machinery being rendered obsolete by later and 
better inventions which will do the work quicker and cheaper, 
is a very serious consideration and influences largely the rate 
of depreciation. Any loss sustained throvgh obsolescence is 
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charged to Profit and Loss, and spread over two or three 
years if the amount is very large. 

Entries for Depreciation in the Books of Account.—To 
depreciate, in the book-keeping sense of the term, means to 
write down the value of assets. This is done by means of a 
Journal entry debiting to a Depreciation Account the amount 
to be written off, and crediting it to the account of the Asset, 
thus reducing the book value of the latter. The Depreciation 
Account itself is closed ultimately by transfer to Profit and 
Loss. 

Methods of Depreciation.—There are six different methods 
of charging or providing for depreciation— 

(1) Fixed Instalment Method. 

(2) Diminishing Balance Method. 

(3) Annuity System. 

(4) Depreciation Fund Principle. 

(5) Insurance Policy Method. 

(6) Revaluation Process. ; 

(1) Fixed Instalment Method.—Under this system a fixed 
proportion of the original capital outlay is written off 
annually to reduce the asset to zero or residual value at 
the end of the period, repairs and small renewals being 
debited to Profit and Loss. This method is suitable for 
Patents, and is sometimes adopted for short leases which 
involve little capital outlay, and also for Plant and Machinery. 
For instance, if we had a Patent with fourteen years to run, 
we could write off ;:th of the original cost every year; and 
at the end of that time, the balance of the Patent Account 
would be extinguished. Again, suppose we have purchased 
machinery at a cost of £5,000, that its life is ten years, and 
that its break-up value is £500. Then £4,500 must be written 
off in ten years, that is, £450 each year. Or, looking at it 
from another point of view, we have to write off 4£°° or 3, 
of the amount, that is, 90 per cent., in ten years ; therefore, 
9 per cent. of the original cost must be written off each year. 
The disadvantage of this method for Plant and Machinery is 
that while the depreciation remains constant, there is an 
increasing charge to Revenue during the life of the asset ; 
as in the first few years the repairs are light, while in the 
later years they may be very heavy. Further, any additions 
to the Plant and Machinery would throw out the original 
calculation and a fresh one would have to be made. 

Example.—A Lease is purchased for a term of four years 
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by payment of £400. Show how the Lease Account would 
appear in the Ledger during this period, depreciation being 
written off by equal instalments each year. 


Dr. LEASE. Cr. 
Year, Year. 
i To Cash .. «|| 400 I By Depreciation ..|| 100 
» Balance c/d ..|| 300 | 
400 400 
2 To Balance b/d ..|| 300 2 By Depreciation ../} 100 
», Balance c/d ..|| 200 
300 300 
3 To Balance b/d ..|| 200 3 By Depreciation ..|| 100 
», Balance c/d ..]} 100 
200 200 
4 To Balance b/d ..|| 100 4 By Depreciation ..|| 100 
be 400 100 
Note.—Depreciation is { —- x —— }=100 % in 4 years, or at the 
400 1 é 


rate of 25 % per annum on the original cost. A Journal entry would 
be necessary every year for four years, thus— 
Depreciation Dr. £100 
To Lease Cr. £100 
and the amount of the Lease Account not written off would appear 
as an asset on the Balance Sheet. 


(2) Diminishing Balance Method.—Under this method a 
fixed rate per cent. on the reducing annual balance of the 
Asset Account is written off each year, in order to reduce the 
asset to residual value when its term of usefulness for revenue- 
earning purposes has expired. All small repairs and renewals 
which become necessary during the life of the asses 
are, as under the first method, debited to Profit and Lost. 
This system is generally adopted for Machinery and Plant, 
Furniture, Fixtures, Fittings, etc., as it tends to give a fairly 
even charge against Revenue each year. For while depre- 
ciation is heavy during the first few years, this is counter- 
balanced by the repairs being light ; and in the later years 
when repairs are heavy, this is counterbalanced by the 
decreasing charge for depreciation. 

Example 1.—Machinery is bought for £1,000. Its life is 
estimated to be six vears, and its break-up value at the end 
of this period £178. Show the Machinery Account for the 


341 


DEP] DICTIONARY OF BOOK-KEEPING [DEP 


six years, writing off depreciation at a fixed rate per cent. on 
the diminishing or reducing value of the asset. 


The rate per cent. can be found by means of the following 
formula— 


(a) 100 -p (b) 
PAX ( Jer or ww fr - (= -)F } 
100 


where P denotes the principal, p the required percentage, 
n the number of years, and RV the residual value. 


In this case (a) we have— 
100- p\ 6 
1,000 x == 178. 
100 


6 
p = 100-100 -178 = 100 - 100 (-7500), 


and, finally— 


therefore : 
p=100- 75 = 25 per cent. (approx.). 


Dr. MACHINERY. Cr. 
Year. Year, 
I To Cash .. ++|| 1,000 I By Depreciation ..|| 250 
», Balancec/d. ..|} 750 
1,000 | 1,000 
2 To Balance b/d ..|| 750 2 By Depreciation .. 187 | 10 
», Balancec/d ..j| 562 | 10 
750 | 750 
3 To Balance b/d ..|| 562 | ro 3 By Depreciation ..|| 140 | 12 | 6 
» Balancec/d’ ||. 421) 17) 26 
562 | xo | 562 | 10 
4 To Balance b/d ..|| 421 | 17 6 4 By Depreciation ..|| 105 9 5 
», Balancec/d ..|| 316 | 8 I 
42t | 17 | 6 A2b tz 6 
5 To Balance b/d ..|| 316 8 I 5 By Depreciation .. 79 2 
» Balancec/d ..|| 237 | 6 I 
316 8 | I 316 8 I 
6 To Balance b/d ..|| 237 6 I 6 By Depreciation 
(Adjustment of 5d.) 59 6 I 
», Balancec/d ..|| 178 
237 6| x 237 6 I 
To Balance b/d ..|| 178 | 
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Note.—In this case we can find the cube root of 178, which is °5625 
(approximately), and then the square root of ‘5625, which is ‘75. In 
cases where the root cannot be extracted arithmetically, e.g., the fifth 
root or the seventh root, recourse must be had to logarithms to obtain 
the required root. For instance, in the above example we should have 


log -178 = 


T -2504200 

T -8750700 = log of *7500 (approx.). 
Depreciation of Additions to an Asset.—The question of 

how to treat additions to an asset when writing off deprecia- 

tion is rather a complex one, and no less than three different 

methods obtain. The additions are— 


(a) ignored, by writing depreciation off the balance of the 
Asset Account as at the beginning of the year ; 

(0) included, by writing depreciation off the balance of the 
Asset Account as at the end of the year ; 

(c) depreciated proportionately, a machine purchased about 
the middle of the year being written down at hall 
the annual rate, and so on. 


Example 2.—Machinery is bought for a sum of £3,000. 
Additions are made in June of the second year to the extent 
of £225, and in March of the third year to the amount of 
£127. Show, by means of Ledger Accounts, the various 
methods of dealing with these additions when writing off the 
annual depreciation, the rate of which is 10 per cent. on the 
balance of the Plant and Machinery Account. 


First Way— 
Dr. MACHINERY AND PLANT. Cr. 
Year, Year. 
I To Cash... + +|| 3,000 I By Depreciation 
10% £3,000 300 
», Balance c/d_ ..|| 2,700 
3,000 3,000 
2 To Balance b/d _ ..|| 2,700 2 By Depreciation 
10% £2,700 270 
ry ee 56 sie) 225 », Balance c/d ..|| 2,655 
2,925 2,925 
To Balance b/d ..|| 2,655 3 By Depreciation 
2 , 10% £2,655 265 | 10 
#9) Cash ere AO 38774 », Balatce c/d ..|| 2,516 | 10 ewe 
2,782 2,782 
To Balance b/d ..|| 2,516 | 10 
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Second Way— 
Dr. MACHINERY AND PLANT. Cr. 
Year. Year. 
I TorCashi es. e . - || 3,000 I By Depreciation 
10% £3,000 300 
», Balance c/d ..|| 2,700 
3,000 3,000 
2 To Balance b/d _ ..|| 2,700 2 By Depreciation .. 
wCastiet. .- || 225 10% £2,925 -|| 292 | ro 
», Balance c/d ..|| 2,632 | ro 
2,925 2,925 | 
3 To Balance b/d _ ..|| 2,632 | 10 3 By Depreciation 
10% £2,759 10s.|| 275 | 19 
Cashiers wall» 227 », Balancec/d ..||2,483 | rr 
2,759 | 10 2,759 | Io 
To Balance b/d ../|| 2,483 | 11 


Third Way— 
Dr. MACHINERY AND PLANT. Cr, 
Year. Year. 
1 To Cash .. ++|| 3,000 ba By Depreciation 
10% £3,000 300 
» Balance c/d ..|| 2,700 
3,000 3,000 
2 To Balance b/d _..|| 2,700 2 By Depreciation— | 
», Cash (June) ..|| 225 10% £2,700= £270 
5% £225=L11 5s. 
281 5 
» Balance c/d ..|| 2,643 | 15 
2,925 2,925 
3 To Balance b/d ..|| 2,643 3 By Depreciation— 
,, Cash (March) ..|| 127 10% [2,643 1I5s.= 
£264 7s, 6d. 
74% £127 = 
£ "9° 50" 6 
——||_ 273 | 8 
» Balance c/d ..||2,496 | 17 
2,770 2,770 | 15 
To Balance b/d _ ..|| 2,496 


(3) Annuity System.—Under this system the purchase of 
the asset is regarded as an investment of capital which, if 
otherwise employed, would be earning a certain rate of 
interest. Interest at this fixed rate is, therefore, debited to 
the Asset Account each year, and credited to an Interest 
Account. The Asset and Interest are then written down by 
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equal annual instalments until extinguished. This method 
is used principally for Leases involving considerable outlay 
spread over a number of years, when it is not desired to 
replace them at the end of the period. It is not so suitable 
for Plant and Machinery, as fresh calculations would be 
necessary each time additions were made. This system, 
although very scientific, results in an increasing charge 
against Revenue each year, for while the depreciation that is 
debited remains constant, the interest being credited will 
diminish each year. If, under a dilapidation clause in the 
Lease, repairs have to be provided for at the end of the term, 
this can be done by means of the Sinking Fund principle, 
explained later on, so that the necessary amount shall be in 
hand. 

The amount to be written off yearly by the Annuity Method, 
1.é., Principal + Interest — Instalment, can be calculated from 
tables based on the following formula for £1— 

1 


1 + Int*— 1 Interest. 
—_——_—___—— _ + Int., or ——_-—__—_———_ + Interest, 
Int. Compound Interest 


where ~ = number of years. This gives us for five years, at 
5 per cent., 


05 
+ ‘05, or 180975 + -05, that is, -230975 ; 


*276281 
and so on for other rates and years. The following table is 
sufficient for ordinary book-keeping purposes, and should, 
together with Table B (see page 348), prove useful to the 
student. 


TABLE A. 
Amount required to write off £1 by the Annuity Method. 
Years. 3%: 33%: 4%: 44 %- 5%: 
3 *353530 °356933 *360348 *363773 *367208 
4 *269028 *272251 *275490 *278744 "282012 
5 *218354 "221481 *224627 227792 *230975 
6 °184597 *187668 "190761 *193878 "197017 
z *160506 °163544 *166609 "169701 *172819 
8 *142456 °145476 °148527 "151609 *154721 
9 *128433 *131446 °134493 *137574 *140690 
10 °117230 "120241 *123291 *126378 *129504 


Note.—This Table is easily constructed from the Sinking Fund 
Table shown later on, by simply adding to those figures the interest 
on {1 at each of the given rates, viz., -03, ‘035, 04, :045, and ‘05. 
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Example.—A Lease is purchased for a term of seven years 


by payment of £2,000. 


It is proposed to depreciate the 


Lease by the Annuity Method, charging 5 per cent. interest. 
Show the Ledger Account of the asset during this period. 


Dr. LEASE. Cr. 
wg 
1913. 1913. 
Jan. 1| ToCash .. 2,000 Dec. 31 | By Depreciation 345 | 12 9 
Dec. 31] ,, Interest 100 » 9 |» Balance e/d 1.754 Pal ee 
2,100 2,100 
1914. 1914. 
Jan. 1] To Balance b/d ..|}1,754 | 7 | 3 | Dec. 31| By Depreciation 345 | 12] 9 
Dec. 31] ,, Interest 87 | 14] 4 i) at |) oy Balance’e/d’.||'2%,496 8 | ro 
1,842 I v4 1,842 I 7 
1915. 1915. 
Jan. 1] To Balance b/d ..|}1,496 | 8 | ro }| Dec. 31| By Depreciation 345 | 12 9 
Dec. 31] ,, Interest 74 | 16 5 »» »» | » Balance c/d .|| 1,225 | 12 6 
1,571 5 3 1,571 5 3 
1916. 1g16. 
fan. 1.| To Balance b/d 1225 | 12 | 6 | Dec. 31.| By Depreciation|| 345 | 12 | 9 
Dec, 31| ,, Interest CYC ss ool gs -Balanceie/d) i 94t 1) syle: 
1,286 | 18 I 1,286 | 18 I 
1917. Igr7. 
Jan. 1} To Balance b/d ..|} 941 5 4 | Dec. 31 | By Depreciation 8454) Tail) 19 
Dec. 31| ,, Interest 47 I 3 » 9» | », Balance c/d.|] 642 | 13 | ro 
988 | 6| 7 988 | 6] 7 
1918. 1918, 
Jan, 1] To Balance b/d ..|} 642 | 13 | 10 } Dec. 31} By Depreciation 345 | 12 9 
Dec, 31] ,, Interest Sai 8 » 9 | 9 Balance ¢/d .|| 329 3 9 
674 | 16 6 674 | 16 6 
T9I9. IgIg. 
Jan. 1] To Balance b/d ..|}/ 329] 3] 9 } Dec. 31| By Depreciation 345 | i2 | Ir 
Dec. 31| ,, Interest 38 16 9 2 
345 | 12] 11 345, | 32 | IE 


Note.—The Table 
Multiplying this by £2,000, we get 


gives us for {1 at 


5% for 7 years -172819. 


9-120 = £345: 12:9 


"172819 
2000 12-760 
Soe 1Z 
345.638 006 
20 
12-760 


Owing to fractions of a 1d. being neglected, there will be a slight 
difference to adjust in the last instalment. 


(4) Depreciation Fund Principle.—By this method the asset 
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is allowed to stand on the books at its original cost. A fixed 
amount, called the Sinking Fund amount, is debited to Profit 
and Loss each year, and a corresponding amount of Cash 
invested every year in gilt-edged securities, the amount being 
such as will, during the life of the asset, accumulate, at com- 
pound interest, to the sum required to replace it. At the 
end of the period the Investments will be realised, the cash 
being debited in the Cash Book and posted to the credit of 
the Investment Account in order to close it. Should, how- 
ever, the investments realise more or less than the required 
amount—and this is often the case in actual practice—the 
difference of the Investment Account must be adjusted by a 
debit or credit to Profit and Loss, as the case may be. The 
Depreciation Fund Account is transferred to the Asset 
Account, thus causing both to balance. This shows very 
clearly that a Depreciation Fund is a charge against profits, 
and not an appropriation of profits. The Cash will then be 
in hand with which to purchase the new asset. 

The object of investing cash each year and-allowing it to 
accumulate is that the Fund becomes available (on realising 
the Investments) whenever it is required. If a separate sum 
of money were not thus provided, the cash required at the 
end of the period would have to be taken from the ordinary 
bank balance, and this might cause serious inconvenience to 
the business, and if the amount were large, might cripple it. 
If this could not be done, fresh capital would have to be pro- 
vided. The great advantage of the Sinking Fund Investment, 
therefore, is that it provides the money outside the business, 
and thus prevents any disturbance of the financial position. 

Students often experience considerable difficulty in under- 
standing these Sinking Funds, because they do not grasp the 
fact that profit in itself is not a tangible item, but only a 
paper balance. We cannot invest profit, though we some- 
times speak of putting aside profit and investing it. All 
that is really done, however, is to invest cash on account 
of profit. Neither can we buy an asset with profit, but only 
with cash or its equivalent. It does not follow that because 
we have a Depreciation Fund Account amounting to £2,000, 
that we have also £2,000 in cash in respect of it. The bank 
balance at this particular time might be a very small amount. 
The object of the Sinking Fund Investments is to make sure 
that the money shall be available whenever it is required. 

The Depreciation Fund Account is also designated by other 
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names, such as Amortisation Fund Account, Sinking Fund 
Account, Redemption Fund Account. The first term is more 
appropriate to the writing off of intangible expenditure, 1.e., 
such as is not represented by assets, and the last two terms 
to the repayment of loans or debentures. Depreciation Fund 
Account is the best term to use in connection with the 
replacement of a wasting asset. 

In the example given, the Investments have been taken at 
par, and Income Tax has been ignored for the sake of 
simplicity, but in practice it would be deducted from the 
Interest received on the Investments. Sometimes instruc- 
tions are given to invest the Interest instead of remitting it ; 
and, in such cases, a Journal entry would be necessary to 
debit Investment Account and credit Depreciation Fund 
Account. In any case, however, the Interest is always invested. 

The Sinking Fund Amount is calculated from tables based 
on the following formula— 

1 
ers Interest 
1 4+Int.* — 1 or ————___—__ 
———————_ Compound Interest * 
Int. 


which gives us the amount to be set aside yearly at a given 
rate of interest to provide {1 at the end of m or the given 
number of years. 
For five years at 5 per cent. we get 
05 


or ‘180975; 
*276281 
for four years at 3} per cent., we get 
035 
or ‘237251; 
*147523 
and so on for other years at other rates. 
TABLE B. 
Annual Sinking Fund Instalments to provide £1. 
Years, 3%: 3t %. 4%: 4t %. : 5%. 
3 *323530 °321933 *320348 *318773 *317208 
4 *239028 *237251 *235490 *233744 "232012 
5 "188354 *186481 *184627 *182792 *180975 
6 °154597 *152668 "150761 *148878 "147017 
7 *130506 *128544 *126609 "124701 "122819 
8 "112456 "110476 "108527 *106609 “104721 
9 *098433 *096446 *094493 *092574 *090690 
10 *087230 "085241 *083291 081378 "079504 
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Example.—£2,000 is paid for a Lease for a term of seven 
years. It is desired to write this amount off by means of the 
Depreciation Fund System, it being necessary to raise a 
similar amount, at 5 per cent. compound interest, in order 
to replace the Lease at the end ot the period. Show the 
Ledger Accounts dealing with this matter. 

Referring to Table B, we find the amount required to be 
invested yearly at 5 per cent. in order to produce {1 at the 
end of seven years is *122819. The amount required to 
produce £2,000 will, therefore, be 

*122819 
2000 
245 638600 


12:766 
12 


9:12 


that is £245 12s. 9d. We can now proceed to write up the 
accounts as follows— 


Dr. LEASE ACCOUNT. Cr. 
1913. 19IQ. 
Janez. | vo.Cash 2. «+|| 2000 Dec, 31| By Depr. Fund A/c || 2000 
Dr. DEPRECIATION FUND ACCOUNT. Cr. 
1913. 1913. 
Dee. 31 | To Balance c/d ..|| 245 | 12 9 | Dec. 31| By Profit & Loss 245 | 12 | 9 
1914. IQI4. 
Den 31| To Balance c/d ..|| 503 | 11 2 | Jan. 1| By Balance b/d.|} 245 | 12 9 
Dec. 3r} ,, Cash (Int.) .. 12 5 8 
ast pp ront «Loss 245 | 12 9 
503 Ir 2 503 It 2 
IQI5. IQI5. 
Dec. 31 | To Balance c/d ..|| 774 | 7]| 6 | Jan. 1 | By Balance b/d.|| 503 | 11] 2 
Dec. 31} ,, Cash (Int.).. 25 3 7 
yon mag eexOlt ce LOssiiarz48) 1) 12 9 
tikes || ly 774| 7| 6 
1916, 1916 
Dec. 31 | To Balance c/d ..|}1,058 | 14 | 8 | Jan. 1] By Balance b/d.|| 774 | 7] 6 
Dec. 31] ,, Cash (Int.) .. a8: (34 |g. 
99 | yy) Profit S&Loss |/ 245 | 12) 9 
1,058 | 14 8 7,058 | 14 8 
jee [ea eh 
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Dr. DEPRECIATION FUND ACCOUNT—contd. Cr. 
1917. : Nl 1917. 
Dec. 31 | To Balance ¢c/d ..|| 1,357 6 | 2 4 Jan. 1] By Balance b/d.|} 1,058 | 14 | 8 
Dec. 31) ,, Cash.¢int.) .. 52 | 18 9 
oor |aye PROBE SLosss |) “245 ura eso 
1,357 | 6] 2 77357 Oaleee 
1918. 1918, 
Dec. 31 | To Balance c/d ..|1,670 | 16 | 3 | Jan. 1} By Balance b/d.||1,357 | 6} 2 
Dec. 31| ,, Cash (Int.).. OF ra hd 
oo on fF pp: EOHIt. Cc Loss: 245 | 12 9 
1,670 | 16 3 1,670 | 16 3 
191g. 1919. 
Dec. 31 | To Lease A/c 2,000 Jan. 1} By Balance b/d .|| 1,670 | 16 3 
Dec. 31} ,, Cash (Int.) .. 83 | I0 | 10 
ie os |) py Ont ci Ivoss 245°) 12] 2 
2,000 2,000 
Dr. DEPRECIATION FUND INVESTMENT ACCOUNT. Cr. 
1913. 
Dec. 31 | To Cash .. By Balance c/d .|| 245 | 12 9 
1914. ; 
Jan. 1/To Balance b/d .. By Balance c/d .|| 503 | rr 2 
Dec. 31] ,, Cash (Int. & 
Instalment) . 
503 | Ir a 
1915 
Jan. 1} To Balance b/d.. By Balance c/d .|| 774 | 7]! 6 
Dec. 31} ,, Cash .. - 
274 again Ol 
1916, 
Jan. x| To Balance b/d .. By Balanée c/d .|| 1,058 | 14 | 8 
Dec. 31} ,, Cash .. é 
1,058 | x4 | 8 
1917. ce 
Jan. 1} To Balance b/d .. By Balance c/d ./| 1,357 | 6| 2 
Deer ex'|) 5. Cash ss ae 
1,357 6 2 
1918, 
Jan. 1} To Balance b/d.. By Balance c/d .|| 1,670 | 16 3 
Dec:.3z)|! 5, (Cash’.:. 
2,670 | 16 3 
1919 
Jan. 1| To Balance b/d.. By Cash 2,000 
Dee..3r} ,, Cash .. a 
2,000 
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Note 1.—The Cash instalment will not be invested at the end of the 
last year, but will be paid over to the Investment Account money, so 
that the full amount shall be in hand to purchase the new Lease. 

Note 2.—The Lease Account and the Depreciation Fund Invest- 

ment Account will appear as assets on the Balance Sheet until the 
end of the period. The Depreciation Fund Account will show on the 
liabilities’ side of the Balance Sheet until the end of the period; it 
may, however, be shown on the assets’ side as a deduction from the 
Lease. 
_ (5) Insurance Policy System.—Under this method an 
insurance policy is taken out for the amount required to 
replace the asset at the end of its period of life. The pro- 
cedure is not unlike that under the Depreciation Fund System, 
except that the Cash, instead of being used to purchase gilt- 
edged investments, is paid away in premiums to the Insur- 
ance Company. Although the Interest thus obtained is 
lower, yet there is not the risk of loss on realisation, as in the 
case of outside investments subject to market fluctuations. 

The Lease Account remains open in the books until the 
end of the period, figuring on the Balance Sheet each year as 
an asset. The records in the financial books will differ 
according as a Policy Account is kept or not. When a Policy 
Account is not opened, the entries will be— 

(a) For the purchase of the Lease— 

By Lease, on the Cr. side of Cash Book, 
(6) For the annual premiums paid to Insurance Co.— 
By Lease Insurance, on Cr. side of Cash Book. 
(c) For charging the Insurance, which takes the place of the 
annual depreciation, to Revenue— 
(JOURNAL.) 
Profit-and Loss Dr. 
To Lease Insurance Cr. 
When the policy matures, the cash received will be debited 
in the Cash Book and posted to the credit of the Lease 
Account, thus closing it, and leaving the money in hand 
ready to purchase the new Lease (or other Asset, as the 
case may be). ali 

When a Policy Account is opened it should be maintained 
at surrender value, which is a certain percentage of the 
premiums paid, plus about 2 per cent. compound interest. 
The surrender value of the policy will, therefore, be increasing 
year by year. The entries in the books will be— 

(2) For the purchase of the Lease— 

By Lease, on Cr. side of Cash Book. 


(b) For the annual premiums paid to Insurance Co.— 
By Lease Policy Account, on Cr. side of Cash Book. 
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(c) For charging the Insurance, which takes the place of the annuai 
depreciation, against Revenue— 


(JOURNAL.) 
Profit and Loss Account Dr. 
To Lease Redemption Fund A/c Cy. 

(d) For adjustment necessary to maintain Policy Account at the 
surrender value of the Policy; also, at end of last year, to 
raise the Policy Account to its full value— 

(JOURNAL.) 
Lease Policy A/c Dy. 
To Lease Redemption Fund A/c Cy. 
When the policy matures, the cash received will be debited in 
the Cash Book and posted to the credit of the Lease Policy 
Account, thus closing it, the cash remaining in hand ready 
to purchase the new Lease. The Lease Redemption Fund 
Account will be closed by transfer to the (old) Lease Account, 
and will thus extinguish it. Until the end of the period, 
the Lease Account and Lease Policy Account will figure 
among the assets on the Balance Sheet, while the Lease 
Redemption (or Depreciation) Fund Account will be shown 
on the liabilities side of the Balance Sheet. 

(6) Re-valuation Process.—This method involves the pro- 
cess of stock-taking and valuing. It is adopted for assets 
which cannot be dealt with under the other methods, such as 
Horses, Casks, Bottles, Packages, Loose Tools, Patterns, 
Models, Moulds, Trade Marks, Copyrights, Investments, etc. 
With many of these assets special considerations have to be 
taken into account. The difference arising from the re-valua- 
tion is debited to Profit and Loss Account and credited to 
the Asset Account. If, however, the difference is a profit, 
instead of a loss, such appreciation is credited to Profit and 
Loss Account and debited to the Asset Account. Such 
instances, however, arerare. In certain cases, as with Invest- 
ments, a loss or gain on re-valuation is not carried to the 
Asset Account at all, but to a Reserve Account, as the 
difference may not be permanent but only temporary. The 
disadvantage of writing off depreciation by this re-valuation 
process is, that while the asset is rendering virtually the same 
services to the business year by year, the business gets 
charged with very unequal sums each year in respect of those 
services. 

Depreciation of Loose Tools, etc.—In engineering firms 
where they make their own tools, the stocks of such at com- 
mencement and end of the financial period are entered in the 
Trading Account. The cost of making the tools is included 
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in the Materials and Wages Accounts; and as these two 
accounts are charged to Trading Account, any difference 
between the two stocks of tools is, therefore, a proper charge 
to the same account. 

Rates of Depreciation Generally Adopted.—The following 
are the rates of depreciation generally adopted, though it 
must not be forgotten that special circumstances may make 
them higher or lower— 


Blast Furnaces, Gas Retorts, and Chemical Plant (subject to rapid 
depreciation and constant repair with little or no break- -up value) 
the original cost divided by the number of years’ life. 

Freehold Land and Buildings, 72 % -5 %. 

Engines (movable) 10 %, (fixed) 74 %. 

Bowlers (high iat 2 %, (low pressure) 10 %. 

Driving Gear, 5 %- 

Plant and area 5 & -10 %. 

Carts and Vans, 10 %-15 %. 

Furniture, Fixtures, and Fittings, 5 %-—74 %. 

Rolling Stock— 

Locomotives, 10 %. 
Wagons (life about 15 years), 74 %. 

Ships (life about 20 years), 5 %. 

Patents (life 14 years), ~,th of cost each year. There is sometimes, 
as with trade-marks, a residual value in the form of a goodwill, 
caused by the trade these things have created. 

Casks (in breweries, distilleries, oil refineries), 10 %-20% or 
re-valued yearly. 


The above rates are for depreciation on diminishing balances, 
normal conditions and hours of working being assumed. 
DESIGNS AND MODELS.—These are treated as an asset, 
‘ a separate account being opened for them. They are depre- 
ciated annually, either by means of a fixed rate on 
diminishing values, or by re-valuation. 
DEVASTAVIT.—Wasting of assets by an executor. 
DEVISEE.—A person to whom land is bequeathed. 
DIFFERENCE IN BOOKS.—When after checking and 
re-checking the books, the two sides of the Trial Balance 
cannot be made to agree, the amount of the discrepancy is 
placed to the debit, or credit, of an account entitled “ Differ- 
ence in Books.” It remains there until the error is brought 
to light. Should this not happen, the account would be 
closed eventually by transfer to Profit and Loss. 
DIFFERENCE IN EXCHANGE ACCOUNT.—(See BRANCH 
ACCOUNTS. ) 
DIFFERENTIATION OF INCOME.—(See INcoME TAx.) 
DIMINISHING BALANCE.—(See DEPRECIATION.) 
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DIMINUTION OF INCOME.—(See INcOME TAX.) 

DIRECT CHARGES OR EXPENSES.—(See Cost 
ACCOUNTS. ) 

DIRECTORS’ FEES.—These are sums of money payable 
to the directors for attending meetings of the Board to trans- 
act the business of the Company. The fees are sometimes 
fixed by the Articles, in which case they are charged to Profit 
and Loss. In other cases they are voted by the shareholders 
by means of a percentage on the profits, especially as regards 
the managing director. The fees, or remuneration, are then 
shown in the Appropriation Account. Income Tax is some- 
times deducted by arrangement, but, strictly speaking, the 
directors are expected to pay their own tax under Schedule E. 

DIRECTORS, REGISTER OF.—(See Company.) 

DIRECTORS’ REPORT.—(See CoMPANY.) 

DISCHARGE OF BILL.—(See BILL oF EXCHANGE.) 

DISCHARGE, ORDER OF.—An order of the Bankruptcy 
Court releasing a debtor from all debts and liabilities provable 
in the bankruptcy. The debtor may apply for this after his 
public examination. The Court, however, has power to 
suspend his discharge for a time, in which case he becomes 
an undischarged bankrupt, and must not, under penalty of 
a year’s imprisonment, obtain credit to the extent of {£20 
without disclosing the fact that he is an undischarged 
bankrupt. 

DISCOUNT.—An allowance made off the price of goods 
or off the amount of an account. 

Cash Discount.—An allowance made when receiving or 
paying money. It is entered in the Discount column of the 
Cash Book. The totals of the discount columns are posted 
monthly to a Discount Account, and the balance of this 
account is closed eventually to Profit and Loss. Not unfre- 
quently, however, the totals of the discount columns are 
posted to separate accounts called ‘Discounts Allowed ’’ 
and “ Discounts Received,’’ in order to show the exact gain 
and loss by discount. The former account is transferred 
ultimately to the debit side of Profit and Loss, and the latter 
account to the credit side. 

Students should note that 5% = 1s. in the £ or sth; 
3% % = 9d. in the £ or Syths; 24 % = 6d. in the £ or 74th; 
1} % = 3d. in the £ or ,jth. Many students seem quite 
unable to calculate discount on fractions of a f£. The 
shillings and pence must, first of all, be reduced to pence, 
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and then divided by the denominator of the fraction which 
the required percentage represents. 

Example 1.—Find 5 % discount on 16s. 11d. 

16s. 11d. = 203d. ni represents ;85ths = zth. 

203d. + 20= 10d. abe He 
Example Bed 24 % discount on 8s. 9d. 
8s. 9d. = 105d. 105 + 40 = 225d. = 3d, approximately. 

Example 3.—Find 14 % discount on 14s. 10d. 

14s. 10d. = 178d. 178d. + 80= 248d. = 2d. 

Note.—If the fraction, after division, is equal to one-half or over 
take the next penny, as in Example 2; if under one-half, ignore it, 
as in Example 3. 

32 % is a rate of discount which greatly perplexes the 
vast majority of students. It can often be found most 
quickly by calculating 24%, then halving the result, and 
adding the two amounts together. 

Example.—Find 3? % discount on £26 13s. 2d, 

24% = 6d. in the £. 
26 sixpences = half the same number of shillings = 13s. 
13s. 2d. = 158d. 158d. + 40 = 4d. nearly. 


Now, 24 % = 13s. 4d. 
and14% =4= 6s. 8d. 
Therefore 32 % =f1 0 0 


74 % can be found in a similar manner, by calculating 5 %, 
halving it, and adding the results together. 

Trade Discount.—An allowance made off the purchase or 
selling price of goods. It should be deducted in the Pur- 
chases Book, or Sales Book as the case may be, and only the 
net purchase or sale entered in the Ledger. 

Despite their having learned arithmetic, most students 
show lamentable ignorance in calculating discounts. They 
should particularly note that— 

10% =~ th; 20% =ith; 25% =4th; 334% = 4rd; 50% =4; 

662% = 4rds; 75% = #ths 
of the amount from which discount is to be deducted. An 
example of the treatment of Trade Discount will be found 
under SALES Book. 

Banker’s (or Commercial) Discount.—Really simple interest 
on the face value of a bill of exchange, from the date of its 
discounting to the due date, at a fixed rate per cent. per 
annum. For this reason, when a bill is discounted, some 
accountants consider it incorrect to place the discount 
charged on it in the Discount column of the Cash Book, and 
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prefer to post it to the Bank Charges Account, or a separate 
Banker’s Discount Account. 

True (or Theoretical) Discount.—The difference between the 
value of a bill at maturity, 7.e., its face value, and its present 
value; it is really interest on the present value. Take, for 
example, a bill of exchange for £324 drawn on Ist Feb. at 
three months, and discounted on the 4th Feb., at 5 per cent.— 


{i Berek 

Banker’s Discount = — of (324= 4 1 0 
400 

5 

True 0 = —of {324=> 4 0 0 

405 
Difference = Interest on True é 
Discount for 3 mos. at5% p.a.=f0 1 0 


400 
Present Worth of bill = —— of £324 = £320 
405 


True Discount = (as per definition) £324-£320 = £4. 


This is really the Interest on the present value (£320) for 
three months at 5 per cent. per annum. 

Discount on Purchases.—Same as DISCOUNTS RECEIVED. 

Discount on Sales.—Same as Discounts ALLOWED. Some 
accountants place Discounts on Sales in Trading Account, 
and Discounts on Purchases in Profit and Loss, as the latter 
are affected by the financial position of the business. The 
majority, however, charge both to Profit and Loss. 

Discount on an Asset or Stores.—When an Asset is pur- 
chased for own use such as Furniture, or Stores for own 
consumption such as Coal and Oil, any discount allowed in 
connection with the payment for same should no¢ be entered 
in the Discount column, but credited by means of Journal 
entry to the Asset or Stores Account. If the discount is 
known at the time of purchase, then the Asset or Stores can 
be booked up net; and when the account is paid, the dis- 
count can be ignored. To show the discount as a gain in 
the Discount Account means that we should have to keep 
the asset or stores at a figure higher than their cash price. 
We should thus be making a profit out of ourselves or at our 
own expense. We trade with our goods, the things for re-sale, 
not with our assets or stores. Another way of looking at it 
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is, that if we buy these things at what is virtually the cash 
uae we are not justified in booking them up at any higher 
gure. 

Discounts on Cash Sales and Purchases.—These are generally 
ignored, though some accountants enter them. The result of 
entering them will only be to affect the gross profit, the net 
profit remaining the same. 

Discount on Sale of Other People’s Goods.—It often happens, 
especially with Consignments Inwards, that cash discounts 
are allowed when such sales are paid for. These discounts 
must not be entered in the Discount column of the Cash 
Book—a thing frequently done by students in examination 
work—else we should be bearing a loss which is no concern 
of ours at all. A Journal entry must be made for the dis- 
count, crediting the person to whom the goods were sold, 
and debiting the person to whom the goods originally belonged. 

Special Discount on a Purchase.—The whole of a bankrupt’s 
stock is sometimes purchased for cash at a huge discount off 
cost price, at times as large as 50 per cent. Such discounts 
are generally ignored, and only the net amount of the 
purchase is booked up. ; 

Discount on an Account Paid by Instalments.—Customers 
frequently pay round sums on account, and then with the 
last instalment claim the discount to which they are entitled. 
The discount is, of course, on the whole of the account. Yet, 
in examination work, students not infrequently allow the 
discount merely off the amount of the last payment. 

Discount Implied but not Stated.—This is often the case in 
theoretical and examination work. The student will meet 
with an item like this— 


Received from F. Brown to settle account .. oe Aq TAU 


On looking up the account, we find it to be £21 1s. Id., and 
we, therefore, put £1 1s. Id. in the Discount column. 

Discount Deducted, but Subsequently Disallowed.—It some- 
times happens when paying an account that a larger cash 
discount is deducted than the creditor will allow. In such 
cases, a Journal entry will be necessary to adjust the accounts. 

Example 1.—Jan. 10th. Paid A. Brown’s Account 
(£156 133. 4d.) by cheque, after deducting 5% discount. 
Jan. 13th. Brown writes that he can only allow 2} %, and 
requests cheque for balance of account, which is duly sent 
him. Show these transactions in the books. 
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CASH BOOK. Cr. 
| 

Date. Payments. Discount. || Office. | Bank, 
Jan. 10} By A. Brown 7 1648 | ’ -148 | 16] 8 
Tiles fx feet 7 

JOURNAL. Dr. Cr. 

Jan. 13} Discount 50 an we Be cil | hms Wl let el ee | 

To A, Brown 3 | 18 4 


For discount deducted in error, in x | 
5 % (£7 16s. 8d.) taken off instead of 2t %. | 


LEDGER. 
Dr. A. BROWN. Cr. 
Jan. 10} ToCash_.. «.|| 148] 16 Jan. 1| By Balance 11/156] 13 | 4 
» | », Discount ate 7\ 16 
156| 13 oe 156 13 we 
Jan. 13| To Cash 3 ae le | Jan. 13| By Discount Pe ee 


(deducted in error) 


It may also happen that one of our debtors will deduct 
a bigger discount than what he is entitled to. In such cases, 
a Journal entry will not be necessary, as we shall enter in 
the Discount column only the proper amount allowable. 

Example 2.—Jan. 10th. A. Brown paid his account 
(£156 13s. 4d.) by cheque, after deducting 5% discount. 
Wrote him that we could only allow 24%, and that we 
would carry the balance forward. Show this transaction 
in the books, 

The 5 % discount must be worked out and deducted from 
the amount of the account, in order to arrive at the value 
of the cheque; but only 24 % discount will be entered in 
the Cash Book. 


Dr. CASH BOOK, 
Date. Receipts. | Discount | Office Bank. 
soa | naare) STA BRCGET| EQADERN CONES SE ERTS ak Ree 
Jan. 10} To A. Brown .. ae | Selon lead: | 148 | 16 8 


DIS] DICTIONARY OF BOOK-KEEPING [DIS 


LEDGER. 
Dr. A. BROWN. ¢ Cr. 
Jan. 1| To Balance.. --|| 156] 13 4] Jan. 10} By Cash .. --|[148] 16] 8 
‘ 5s |. 5a Discount fo 3] 18 4 
31] ,, Balance c/d 3/18 | 4 
156| 13 4 156] 13 4 


Feb. 1| To Balance.. b/d Bieroel) 4 


Discount in Connection with Bills—When a Bill of 
Exchange is received or issued, any discount in connection 
with it is usually journalised, as shown under Bitts. Some 
accountants, however, place these discounts in the Discount 
column of the Cash Book. Undoubtedly the best way is to 
have a Discount column in the Bill Books if such discounts 
are numerous. (See BILLS RECEIVABLE AND PAYABLE Books.) 

Discount Problems in Examination Work.—These greatly 
perturb students at times. With a little thought, however, 
they may be easily solved. 

Example 1.—Paid A. Smith cheque value £148 16s. 8d. 
in settlement of account, less 5 % discount. 

The discount has to be found. It is not 5 % on £148 16s. 8d., 
but on the amount of the account, which is not stated. We 
must reason this way— 

5 % = Is. in the {= 12d.in 240d. 240d. — 12d.= 228d. 

Now, 317, of the gross amount payable is equal to ;4°, of the 
net amount actually paid. Thus— 

oh of 240d. = AY of 228d. 
sigs = zyth. +5 of £148 16s. 8d = £7 16s. 8d. = amount of discount. 

Example 2.—Received of R. Brown, cheque value £152 15s., 
in settlement of account, less 24 % discount. 

The discount is not 24 % on £152 15s., but on the amount 
of the account, which is not stated. We must reason as 
before— 

24 % = 6d. in the {= 6d.in 240d. 240d. — 6d.= 234d. 
yy of the gross amount payable is, therefore, equal to 237 
of the net amount actually paid. 

x$z = gyth. yy of £152 15s = £3 18s. 4d. = amount of discount. 


DISCOUNT RESERVES.—Reserves for Discount are made 
both on Debtors and Creditors. The object of making such 
Reserves is that the Debtors and Creditors shall appear on 
the Balance Sheet at their proper value ; otherwise both our 
assets and liabilities would be overstated. For this reason, 
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also, such Reserves are generally shown on the Balance Sheet 
as a deduction from the Debtors and Creditors respectively. 
Some accountants, however, think these discounts should not 
be taken into account at all; that they should only appear 
in the same period as the cash receipt or payment to which 
they belong. The Reserve is made by means of a Journal 
entry to the Discount Account, or direct to Profit and Loss. 
The objection to the Discount Account method is similar to 
the objection in the case of Bad Debts, namely, that these 
discounts are not actual discounts, but only reserves. The 
student must remember that the Reserve for Discount on 
Debtors is made, not on the full amount of the Debtors, 
but on this amount less the new Bad Debt Reserve, that is, 
on the good Debtors. A debt cannot be both good and bad. 
If we reserve for it being bad, we shall not require discount on 
it. On the other hand, should the debt turn out good, then the 
amount we have reserved for it as a bad debt will be many 
times greater than the discount allowed on it. To make 
ample provision for losses is all that is required ; there is no 
object in making excessive provision. Any new Reserves for 
Discount that are made must, of course, be adjusted with the 
old Reserves (if any), as we do not require double reserves. 
The Discount Reserves are usually calculated by means of a 
percentage on the outstanding Debtors and Creditors. 

Example 1.—The Sundry Debtors at 3lst Dec., 19.., were 
£5,000. A Bad Debt Reserve of 5 per cent. was made, and 
also a Discount Reserve of 5 per cent. The discounts allowed 
amounted to £197 15s. 6d., and there was an old Discount 
Reserve of £180. Show the Journal, Ledger, Profit and Loss, 
and Balance Sheet entries relating to discounts. 


JOURNAL. Dr. Cr. 
les : 
Dec. 31 | Profit and Loss iS ae ste 57 |10 
os To Reserve for Discount on Drs. 57 |10 
5 % of £4,750 = £237/10/0 less £180 
LEDGER. 

Dr. DISCOUNTS ALLOWED. Cr. 

19... IQ.. 
Dec. 31 | To Sundries A 197 | 15 | 6 } Dec. 31 | By Profit & Loss|} 197] 15 | 6 
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Dr. RESERVE FOR DISCOUNT ON DEBTORS. Cr. 
| ig ~ | 
TO}. LOwe | 
Dec. 31 | To Balance c/d ..|| 237 | 10 Jan. 1| By Balance ..|| 180 
Dec. 31] ,, Profit & Loss 57 | 10 
237 | 10 237 | 10 


19.. re 
| Jan. 1| By Balance b/d.|| 237 | ro | 


Dy. PROFIT AND LOSS ACCOUNT. 
To Discounts Allowed she 197 be 6 
», Reserve for Discount on Drs... 237 {10 
less Old Reserve fe at 180 57 |10 


BALANCE SHEET. 


Assets. 
Sundry Debtors On ore . -|| 5,000 
less Bad Debt Reserve .. coll —P4sx0) 
4,750 
less Discount Reserve .. eal Sao Ie 4,512 |10 


Example 2.—The Sundry Creditors on 3lst Dec., 19.., 
stood at £3,218 7s. 11d. The discounts received amounted 
to £77 5s. 2d. There was an old Discount Reserve of 
£60 5s. 6d., and it was resolved to make a new Reserve of 
24 per cent. on the outstanding Creditors. Show the Journal, 
Ledger, Profit and Loss, and Balance Sheet entries relating 
to discounts. 


JOURNAL. Dr. Crs. 
ORT | | | 
Dec. 31, Reserve for Discount on Crs. es 20°) 31-8 
To Profit and Loss i 20431" 
23 ak = £80 9 oe 
less £60 / 5/6. | | 
LEDGER. 
Dr. DISCOUNTS RECEIVED. Cr. 
boa 2 = ——<—<— 
Ig.. 1Giee 
E.ec. 31 | To Profit & Loss . 77| 5 | 2 | Dec. 31| By Sundries .. Che N || 2 


A 
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Dr. RESERVE FOR DISCOUNT ON CREDITORS. Cr. 
Lins 19. 
Jan. 1} To Balance aie 60 | 5 6 | Dec. 31| By Balance c/d . 80 | 9 2 
Dec. 31} ,, Profit & Loss . 20 3 
80 9 2 80 9 | 2 
TOs 
Jan. 1| To Balance b/d.. 801) 16) 162 | 
PROFIT AND LOSS ACCOUNT. Cr. 
By Discounts Received .. a 77 | 5| 2 
», Reserve for Discount on Crs. .. 80 | 9} 2 
less Old Reserve a a 60 | 5} 6 
= aie 20 | 3| 8 
BALANCE SHEET. 
Liabilities. | | | 
Sundry Creditors .. AF --|| 3,218 | 711 
less Discount Reserve .. a 80 | 9} 2 


Bia 3,137 5 9 


Suppose we had charged the Reserves in both cases to the 
Discount Account instead of direct to Profit and Loss Account, 
then the former account would appear thus— 


Dr. DISCOUNT. Cr. 
19.. 
Tan. 1] To Balance .. --|| 60] 5] 6) Jan. «| By Balance .. ++|| 180 

Dec. 31 | ,, Sundries re «|| 197 115} 6§ Dec. 3x] ,, Sundries .. sal) Zales 2 
» | », Reserve on Drs. c/d «|| 237 |ro »» |» Reserve on Crs. c/d.|/ 80] 9] 2 
» | 5, Profit and Loss ..|| 157/16] 8 

495 |II 495 |Ix 
TOs TOls ance) 

Jan. 1] To Balance b/d .. ++|| 80] 9} 2] Jan. 1] By Balance b/d 237 |10 


DISHONOURED BILLS.—(See BiLt oF EXCHANGE.) 
DISHONOURED CHEQUES.—(See CHEQUE.) 


DISSOLUTION OF PARTNERSHIP.—(See PARTNERSHIP 
ACCOUNTS.) 


DISTRIBUTION OF ASSETS.—(See 
362 


PARTNERSHIP 
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ACCOUNTS, MARSHALLING OF ASSETS, and StTaTUTES OF 
DISTRIBUTION.) 

DISTRIBUTION EXPENSES.—(See Cost Accounts.) 

DIVIDEND.—(See Bap DEBTs.) 

First Dividend of 5s. in the {.—This indicates that only 
part of the Debtor’s estate has been realised, and that the 
creditors may expect a further instalment. 

Final Dividend of 5s. in the £.—This denotes that the 
whole of the Debtor’s assets have been realised, and that the 
creditors will receive no further payment. 

DIVIDEND.—A share of the profits of a Joint Stock 
Company. Interest on Consols or other public Stock. 

Cum Dividend (cum div.)—A Stock Exchange term 
indicating that the price quoted includes the forthcoming 
dividend. 

Ex Dividend (ex div.).—This denotes that the quoted price 
is exclusive of the next dividend. 

Table A contains the following provisions with respect to 
Dividends— 


95. The Company in general meeting may declare dividends, but 
no dividend shall exceed the amount recommended by the directors. 

96. The directors may from time to time pay to the members such 
interim dividends as appear to the directors to be justified by the 
profits of the company. 

97. No dividend shall be paid otherwise than out of profits. 

98. Subject to the rights of persons, if any, entitled to shares with 
special rights as to dividends, all dividends shall be declared and 
paid according to the amounts paid on the shares ; but if and so long 
as nothing is paid up on any of the shares in the company dividends 
may be declared and paid according to the amounts of the shares. 
No amount paid on a share in advance of calls shall, while carrying 
interest, be treated for the purposes of this article as paid on the 
share. 

99. The directors may, before recommending any dividend, set aside 
out of the profits of the company such sums as they think proper as a 
reserve or reserves which shall, at the discretion of the directors, be 
applicable for meeting contingencies, or for equalising dividends, or 
for any other purpose to which the profits of the company may be 
properly applied, and pending such application may, at the like dis- 
cretion, either be employed in the business of the company or be 
invested in such investments (other than shares of the company) as 
the directors may from time to time think fit. 

100. If several persons are registered as joint holders of any share 
any one of them may give effectual receipts for any dividend payable 
on the share. 

101. Notice of any dividend that may have been declared shall be 
given in manner hereinafter mentioned to the persons entitled to 
share therein. 

102. No dividend shall bear interest against the company. 
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Interim Dividend.—A dividend declared before the end of 
the financial period, either out of profits that are accruing, 
or out of the balance of profits brought forward from the 
previous period. 

DIVIDEND ACCOUNT.--When a dividend is declared on 
any kind of shares, it is charged to a Dividend Account, 
which is closed by transfer to the Appropriation (not Profit 
and Loss) Account. A Journal entry is made thus— 


Preference Share Dividend Dr. £1,080 
To Preference Shareholders Cr. £810 
», Income Tax Account Cr. £270 


Sometimes the entry is made Direct to the Appropriation 
Account, thus— 


Appropriation Account Dr. £810 
To Preference Share Dividend Cr. £810 
and 
Preference Share Dividend Dr. £270 
To Income Tax Account Cr. £270 


The Company is entitled to deduct income tax at the current 
rate before paying the dividend. A cheque is drawn for the 
net amount of dividend payable, and posted to the debit 
of the Shareholders’ or Dividend Account, thus closing it. 
The cheque is paid in to a Preference Dividend Account at 
the Company’s Bank; and dividend warrants drawn on this 
Account are sent to the individual shareholders for their 
respective portions. If all the cheques are not cashed, there 
will be a balance in this Account, and this will be shown, at 
balancing time, on the liabilities side of the Company’s 
Balance Sheet as ‘Unclaimed (or Unpaid) Dividends,’’ and on 
the assets side as “Cash at Bank on Dividend Account,’’ or 
the Cash may be merged with the other Cash at Bank. When 
the number of shareholders is not very large, a separate 
Bank Account for the Dividend may not be opened, dividend 
warrants being drawn on the ordinary Bank Account. The 
remarks under Debenture Interest ve examination work apply 
equally to Preference Dividend when this figures in the Trial 
Balance less tax. 

DIVIDEND EQUALISATION FUND OR RESERVE.— 
When the profits of any particular year happen to be much 
larger than usual, a certain amount is transferred to a 
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Dividend Reserve or Dividend Equalisation: Fund. Then 
when the Company has a bad year, this Reserve is drawn 
upon in order to maintain dividends, that is, to enable the 
Company to declare a normal dividend. The surpluses of 
prosperous years are thus used to level up the profits of lean 
years. It is much better for a Company to pay a fair divi- 
dend each year, than to pay a very large dividend one year, 
and the next year a very small one or, perhaps, none. 

DIVIDEND FREE OF INCOME TAX.—This statement 
simply means that the shareholder will receive the fudl divi- 
dend instead of the net amount, the Company not deducting 
the tax. This is often the case with Ordinary Shares. 
Inasmuch, however, as a Company pays tax on the whole 
of its profits, such dividend is actually taxed. 

DIVIDEND LIST OR BOOK.—A book or list giving 
particulars of the individual shareholders, names, addresses, 
amount of shares, etc. The following is a specimen— 


DIVIDEND LIST OR BOOK. 


i Amount 


Amount of Amount Net 
Fol. Name. Address, of Divi- of Divi- Remarks, 
Shares, dend, Tax. dend. 


| 


DIVIDEND NOTICE.—tThe letter attached to the dividend 
warrant giving particulars of the dividend and of the income 
tax deducted from it. 

DIVIDENDS RECEIVED LESS TAX.—These are income 
from Investments held, and are, therefore, credited to Profit 
and Loss like other profits. 

DIVIDEND WARRANT.—A cheque on the Company’s 
bankers for the shareholder’s portion of the dividend. 

DOCK CHARGES.—These are the dues or tolls levied on 
ships and their cargoes when entering or leaving docks. 
These charges are made to cover interest on the capital out- 
lay and the cost of keeping the docks in repair. In_con- 
nection with goods bought, they are charged to the Goods 
or Purchases Account, and in connection with sales, to the 
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Carriage Outwards Account. When very numerous, a 
separate Dock Charges Account is opened. 
DOCUMENTARY BILL.—A foreign bill having <ertain 
documents attached; i, the invoice, bill of lading, 
insurance policy, and sometimes a letter of hypothecation. 
Foreign bills, especially in connection with shipping orders 
and consignments, are often discounted or sold even before 
acceptance. A banker doing this is taking a considerable 
risk; and he, therefore, wishes to protect himself by securing 
possession of the bill of lading without which no one can 
unship the goods, and the insurance policy without which 
no one can claim for the value of the goods if lost at sea. 
He forwards the bill, together with the documents attached, 
to his branch or agent at the place of destination of the goods. 
When the goods arrive they are unshipped and warehoused 
by the banker’s agent, who calls upon the customer for 
acceptance or payment of the bill, in return for which he 
surrenders the documents. If the drawee is a trader of good 
financial standing, the banker’s agent may release the goods 
immediately on the bill being accepted; and, in such cases, 
the bill will contain the clause “‘ documents to be surrendered 
against acceptance.” In other cases he will require not only 
acceptance, but payment of the bill at maturity, before 
parting with possession of the goods. The customer may, 
if he so wishes, pay the bill by instalments, and thus obtain 
the goods by instalments. If, however, he desires to obtain 
possession of the whole of the goods, he may retire the bill 
under a rebate for the unexpired term of its currency. The 
letter of hypothecation pledges the goods as security for the 
payment of the bill; and should the bill be dishonoured by 
non-acceptance or non-payment, the banker’s agent will sell 
the goods, and the banker would then have recourse to the 
drawer to make good any deficiency. Bills are often drawn 
in the currency of the country to which they are being sent, 
but when drawn in sterling, they are then payable at some 
specified rate of exchange. In some cases, the amount to 
be paid at maturity will be the amount of the bill, plus 
interest on it from the date of the bill to the time it will take 
for the remittance to reach London. Documentary bills are 
sometimes sold to brokers who, in their turn, sell them to 
purchasers who have debts to settle in the places where the 


bills are payable, the documents attached affording security to 
the buyer. 
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Example 1— 
No. 743. LonpDoN, 
Exchange for £600 12th Feb., 19... 


Ninety days after sight of this First of Exchange (Second and 
| Third of the same date and tenor unpaid) pay to the 
order of Messrs. A. Retrop & Co. the sum of Six 


hundred pounds, value received against 974 /46—=10 
ras Cases of Goods pers.s. Violet, and place to account 
as advised. Shipping documents attached to be 


surrendered on acceptance. 


bs A. REtrop & Co. 
To Messrs. Chang & Co., 


Hong Kong. 
Example 2— 
No. 744. LonpDon, ‘ 
Exchange for ££00. ; 12th Feb., 19... 


Sixty days after sight pay this First of Exchange (Second and 
Third of same date and tenor unpaid) to our order the 
sum of Five hundred pounds sterling, payable at the 
National Bank of India’s drawing rate for demand 
drafts on London, with interest at six per cent. per 
5/0 annum added thereto from date hereof to approximate 
due date of arrival of the remittance in London, value 
j received against 3 972/45 = 20 bales of Cotton 
Goods per s.s. Early Bird. Shipping documents attached 
to be surrendered on payment. 


Stamp 


To Messrs. Rajah & Co., A. REtRopP & Co. 
Bombay. 


The above bill would be indorsed— 


Pay the National Bank of India, Ltd., or order. 
A. Retyop & Co. 


DOMICILE.—(Sce BILL OF EXCHANGE.) 

DONATIONES MORTIS CAUSA.—This is a Latin phrase, 
signifying ‘‘ gifts made in anticipation of death,’’ There is 
an implied condition that the gift is only to be absolute in 
the event of the death of the donor from his then malady 


367 


DON] DICTIONARY OF BOOK-KEEPING [DOU 


They differ from Legacies, in that they take effect from the 
time of delivery, and do not require the executor’s assent. 
They differ from gifts inter vivos in that they are revocable 
during the lifetime of the donor, are liable for estate and 
legacy duty, and also for payment of the donor’s debts in 
the case of a deficiency of assets. 

DORMANT PARTNER.—(See PARTNERSHIP ACCOUNTS.) 

DOUBLE ACCOUNT SYSTEM.—The Double Account 
System is a system of accounts prescribed for Companies 
incorporated under special Acts of Parliament, for the pur- 
pose of constructing, or acquiring, and working large public 
undertakings such as railways, gas companies, electric light 
companies. It is said to have been the invention of a lawyer 
and to have originated in the well-known love of the Court of 
Chancery for a Cash statement. 

Applicability of Double Account System.—The Double 
Account System is compulsory in the case of Railway and 
Tramway Companies governed by the Regulation of Rail- 
ways Act, 1868, and Parliamentary Gas Companies adopting 
the Gas Works Clauses Act, 1871. Under the Electric 
Lighting Acts, 1882-90, the Board of Trade has prescribed for 
Electric Light Companies a form of accounts based on the 
Double Account System. The system is also adopted by 
other companies, especially those which invest their capital 
in fixed or permanent assets for the purpose of earning income, 
such as Tramway, Canal and Shipping Companies, Water and 
Electric Power Companies, Telegraph and Telephone Com- 
panies, Mining and Quarrying Companies, and Companies 
holding lands and buildings for letting purposes. 

Distinction between Double Entry and Double Account 
System.—Double Entry is a special system of book-keeping ; 
the Double Account System is a set of special statutory forms 
for presentation of final accounts. The principles of double 
entry are just as applicable to companies adopting the Double 
Account System as to any other company or business firm. 

Difference between Single Account and Double Account 
Systems.—In the Single Account System, the assets and 
liabilities all appear in one final account, called the Balance 
Sheet. In the Double Account System, the Balance Sheet 
is divided into two parts, one part, called the Capital Account, 
dealing with the fixed assets and liabilities, and the other 
part, called the General Balance Sheet, dealing with the 
floating assets and liabilities. In the Single Account System 
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the assets appear in the Balance Sheet less any depreciation 
written off them. In the Double Account System the assets 
are never depreciated, but appear in the Capital Account at 
cost. 

Special Features of the Double Account System.—The dis- 
tinguishing features of the Double Account System are— 

(1) The division of the Balance Sheet into two parts or 
eos : (a) the Capital Account ; (0) the General Balance 

heet. 

(2) The separation of the Faxed Assets and Liabilities from 
the Floating Assets and Liabilities. 

(3) The non-depreciation of the Assets. 

Capital Account.—This is the first part of the Double 
Account Balance Sheet. It represents the balances of the 
various items of Capital Receipts and Expenditure as they 
appear in the special Capital Account Ledger. On the one 
side are receipts from shares or stock and debentures, 
including also any premiums. On the other side appear the 
various assets on which the money thus received has been 
expended. Law Charges in connection with Land, and 
Parliamentary Expenses in promoting special Acts of 
Parliament, also appear as items of Capital Expenditure. 

General Balance Sheet.—This is the second part of the 
Double Account Balance Sheet. It contains the balance of 
the Capital Account (in Electric Light Companies the totals 
of each side), the floating assets—Stocks, Debtors, Cash, etc., 
and the floating liabilities—Creditors, Reserve Fund, 
Depreciation Fund, etc., and Revenue Account balance. 

Distinction between Capital and Revenue.—This distinction 
is carefully maintained under the Double Account System. 
Capital Expenditure comprises the various sums spent in 
acquiring or constructing and extending the undertaking. 
Revenue Expenditure consists of repairs, renewals, and 
current expenses incurred in working the concern. Capital 
Receipts embrace all amounts received from the shareholders 
or stockholders and debenture holders. Revenue Receipts 
comprise all income earned by the undertaking. The surplus 
of Revenue Receipts over Revenue Expenditure is con- 
sidered to be profit, notwithstanding the fact that no pro- 
vision has been made for loss of capital by wasting of 
assets. 

Depreciation and Renewals.—Under the Double Account 
System the assets are never depreciated ; the undertaking is 
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expected to be maintained in proper working order out of 
revenue. Depreciation can, however, be provided for by 
charging a fixed percentage of each asset to the Net Revenue 
Account and crediting it to a Depreciation Fund Account. 
Such Funds are compulsory in the case of Gas Companies, 
for leasehold works, and, in the case of Electric Light Com- 
panies, for leasehold works, buildings, plant and machinery, 
and must be represented by actual investments. Some com- 
panies also charge Net Revenue Account with a fixed amount 
each year and credit it to a Repairs and Renewals Fund 
Account. The cost of the actual repairs and replacements 
is then charged to the Fund instead of to Revenue. This 
has the effect of averaging such charges, and prevents a very 
large item of such expenditure in any one year reducing the 
normal rate of dividend or rendering it impossible to pay 
a dividend at all. 

Advantages of the Double Account System.—The only 
advantage of the Double Account System seems to be that 
the Capital Account, being in the nature of a Cash Account, 
would be readily understood by shareholders and others not 
versed in the science of accountancy. It can easily be seen, 
on the one side, how much money has been received from the 
shareholders and debenture holders, and on the other side, 
how such money has been expended, and also how much of 
it remains for the purpose of working the undertaking. 

Disadvantages of the Double Account System.—The 
disadvantages of this system are— 


(1) The Balance Sheet is not a true representation of the 
state of affairs, as the assets, not being depreciated, appear 
therein at cost, no matter how long they have been in use, 
and, in fact, even when any such assets have been 
ab .ndoned as useless or no longer required. 

(2) The profits of the various years are not accurately 
stated. The fixed assets have to be replaced out of revenue. 
This involves a heavy charge against the revenue of the 
particular year in which the renewal takes place. Inasmuch 
as the asset has been rendering the same service each year, 
the cost of renewal should be charged proportionately against 
each year. The previous years, however, have borne no part 
of the charge at all, and to this extent, therefore, the profits 
of those particular years have been overstated; while the 
profits of the year in which the renewal takes place will, con- 
sequently, be under-stated. This defect can be remedied by 
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means of a Repairs and Renewals Fund as explained pre- 
viously. Such an arrangement, however, is undoubtedly a 
modification of the original idea underlying the Double 
Account System. 

Additions and Extensions.—Any additional assets acquired 
are, of course, added to the Capital Account. Replacements, 
however, are often attended with additions or extensions of 
the original asset, and the cost of such replacements has then 
to be allocated between capital and revenue. Two methods 
are in vogue. By the first way the original cost of the asset, 
as it appears in the Capital Account, is:charged to revenue ; 
the cost of the replacement, including the extension, is then 
capitalised. The second way is to estimate the cost of replac- 
ing the asset as it stands, 7.e., without any additions, and to 
charge this amount to revenue; the balance between this 
amount and the actual cost is then treated as capital 
expenditure. For example, suppose an asset stood in the 
books at £100,000, that it was rebuilt and enlarged at a cost 
of £150,000, and that the estimated cost of.replacing it as it 
stood was £90,000. Under the first method, £100,000 would 
be charged to Revenue, and £150,000 would appear in the 
Capital Account; by the second way, £90,000 would be 
allocated to Revenue, and £160,000, that is, an extra £60,000, 
would be capitalised. Any sums of money realised by the 
sale of old material are credited to Revenue Account, being 
shown as a deduction from the cost of the replacement 
charged therein. 

Conversion of Ordinary Stock.—Under the Regulation of 
Railways Act, 1868 (Section 13), Railway Companies, which 
in the year immediately preceding have paid a dividend on 
their Ordinary Stock of not less than £3 per cent. per annum, 
have power to divide their paid-up Ordinary Stock into two 
classes: Preferred Ordinary Stock and Deferred Ordinary 
Stock. But 

Preferred and Deferred Ordinary Stock’ shall be issued only in 
substitution for equal amounts of paid-up Ordinary Stock, and by 
way of division of portions of Ordinary Stock into two equal parts. 

Such Stock can only be issued in sums of £10 or multiples 
of £10. For every £100 of Ordinary Stock, therefore, there 
will be £100 Preferred Ordinary Stock and £100 Deferred 
Ordinary Stock. The nominal amount of the new Stock will 
be £200, and it will be issued virtually at a discount of 50 
per cent. The object of such “ splits ’’ is to make the Stock 
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more marketable. As such a conversion is only a paper 
transaction, the amount appearing in the Capital Account 
will not require any alteration ; it is simply recorded in the 
“Statement of Stock and Share Capital Created.” Some 
accountants, however, prefer to show the conversion in the 
Capital Account itself, entering the Discount on the Expendi- 
ture side and the nominal increase of Capital on the Receipts’ 
side. Inasmuch as the Capital Account is a Cash Account, 
and no extra Cash has been received, this is a distinct 
violation of the principle of the Double Account System. 

Note on Examination Work.—When Calls in Arrear and 
Debenture Discount appear in the Trial Balance, they must 
not be shown either in the Capital Account or the General 
Balance Sheet. The Calls in Arrear must be deducted from 
the Capital, and the Debenture Discount from the Debentures, 
and only, the net amounts entered in the Capital Account. 
Premiums and Calls in Advance would, however, be shown 
in the Capital Account. 

Prescribed Forms of Account.—The forms for Railway 
Companies, Gas Companies, and Electric Light Companies 
will be found under these respective headings. 

DOUBLE ENTRY.—Double Entry is that system of book- 
keeping which, recognising the fundamental fact that each 
transaction in business has a twofold aspect, makes a complete 
record of each transaction by booking it up ¢wice, placing the 
amount to the debit of one account and to the credit of 
another. 

Advantages of Double Entry are— 


(1) There is a complete record of each transaction. Trans- 
actions have two sides: a receiving side, and also a giving 
side, and take place not only with persons, but also with 
things. Under single entry only the personal side is booked 
up, hence the record is incomplete ; whereas in double entry 
both personal and impersonal accounts are kept. 

(2) Full information is furnished concerning the business. 
Under single entry the only information given by the books 
relates to the debtors and creditors. Under double entry we 
obtain, by mcans of the impersonal accounts, additional 
information, namely, about the property and assets of the 
business, and also about the various gains and losses. 

(3) There is a check upon the arithmetical correctness of 
the work. As each transaction is booked up twice, to the 
debit of one account and to the credit of another, every debit 
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has a corresponding credit, and vice versd. The total debit 
in the Ledger at any time must therefore equal the total 
credit. There is no such proof in single entry. 

(4) A Balance Sheet may be prepared at the end of the 
financial period from the double entry books themselves. 
This is not possible under single entry. 

DOUBTFUL DEBTS.—(See Bap DEBTs RESERVE.) 

DR.—An abbreviation for Debtor, placed at the top of a 
Ledger Account on the left-hand side. 

DRAFT.—(See BILL OF EXCHANGE.) 

DRAWEE.—(See BILL oF EXCHANGE and CHEQUE.) 

DRAWER.—(See BILL oF EXCHANGE and CHEQUE.) 

DRAWING ACCOUNT.—An account used to record all 
sums drawn by the proprietor of, or partners in, a business 
for his, or their, own use. In some cases the Drawings, 
especially when the partners have drawn unequal sums, are 
chargeable with interest. Interest on Capital, and Share of 
Profits, are sometimes shown in the Drawing Account instead 
of the Capital Account. The balance of the Drawing Account 
is transferred to the Capital Account, unless the latter is a 
fixed amount ; in such cases the balance is carried to the 
Balance Sheet, as shown under Partnership Accounts, and the 
Drawing Account is better termed a “‘ Current Account.” 


Example 1 (without Interest)— 


Dr. A. BROWN, DRAWING ACCOUNT. Cr. 
19.- TQ) | 
Mar. «| To Cash .. AS A oN| eater Dec. 31 | By Transfer to y 
June 1 | 5, > 3; ae 60 Capital A/c.. 190 
Sept. erly many 45 ; 
{ 
| 
| 


| 
DeCr O VE yy aces oe maleas | 
| 
| 


Example 2 (with 5 per cent. Interest )— 


Dr. A. BROWN, DRAWING ACCOUNT. Cr: 
; 1) Inte: est i : y ; 
£00. -—|—|— Line 
Marj ur To Cash)” <i 2) ay Si) 50 Dec. 31 | By Transfer to 
June Tiss 9 silt 25 60 Capital A/c.. «+ || 194 |14] 7 
Septrotje yi. 9 ae its 45 
Dec. 2 | 15 9s ar 1 2Ir| 35 
» 31] ,, Interest.. 4\14| 7 ie 
| 194 |14] 7 194 |r4| 7 
(a eres eee =e 
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Example 3— 
Dr A. ARCHER, DRAWING ACCOUNT. Cr. 
1Oise BOie « 
June 30] To Cash .. an ..|| 180 Dec, 31 | By Interest on 
Sept:3oit. ast ese Ae --|| 80 Capital .. ..|| 100 
Dec. 30 “a. ie 70 » » | » ohare of Profit ..|| 274/15 
31| ,, Balance to 
i Capital A/c sp alee 
374 |I5 374 |15 
a | 


Goods taken by Proprietor or Partners for Own Use.—When 
the proprietor or partners take goods from the business at 
cost price for their own use, these are debited to their 
Drawing Accounts and credited to the Sales Account, either 
by Journal entry or through the medium of the Sales Book. 
Where, however, the amounts are large, they should be 
credited to a separate account entitled “Goods taken by 
Self,” or “Goods taken by Partners,” as the case may be, 
in order to avoid fictitiously increasing the Sales. Such an 
account would be closed at balancing time by transfer to 
Trading Account. 

DRAWINGS AND PATTERNS.—These are treated as an 
asset, a separate account being opened for them. They are 
depreciated periodically either by re-valuation or by means 
of a fixed rate on diminishing values. 

DUE DATE.—(See AVERAGE DUE DATE.) 

DUTY ACCOUNT.—This includes both Customs and 
Excise Duties. It is closed by transfer to Trading Account 
at the periodical balancing. 


EARNED INCOME.—(See INcomE Tax.) 

E. & O. E. (E.E.).—An abbreviation for errors and omis- 
sions excepted (errors excepted). A note placed at the foot 
of invoices and statements of account reserving the right to 
send amended documents should any errors, etc., come to 
light. 

ELECTRIC LIGHTING COMPANIES’ ACCOUNTS.—These 
are kept on the Double Account System, to which the 
ree shouldrefer. On the following pagesare the prescribed 
orms, 
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ELECTRIC LIGHT INSTALLATION—ELECTRIC POWER 
INSTALLATION.—The cost of installation would, in each 
case, be booked up as an asset. The annual charge for main- 
tenance and also for depreciation would be charged to Revenue 
or Profit and Loss Account. Where a business does not have 
its own electric light and power, the charge for electric light 
is debited to Profit and Loss, while the charge for electric 
current or power is debited to Manufacturing or Trading 
Account. 

EMPLOYERS’ LIABILITY INSURANCE.—The premiums 
paid to the Insurance Company are charged up to an account 
of this name, which is closed at balancing time by transfer to 
Profit and Loss. 

ENDOWMENT POLICY.—(See Lire ASSURANCE.) 

ENGINE ROOM STORES.—These comprise engine oil, 
cotton waste, tallow, soft soap, etc. They are generally 
charged to a Consumable Stores Account. 

ENGINES, BOILERS, and SHAFTING.—(See DEPRECIATION 
RATES.) 

ENTRY.—A record of a transaction in its appropriate book 
or place. 

Blind Entry.—An item entered in a Ledger without being 
previously entered in one of the subsidiary books. 

Compensating Entry.—(See RECTIFICATION OF ERRORS.) 

Cross Entry.—(See CasH Book.) 

Original Entry. The first entry of a transaction in any of 
the subsidiary books, which are, therefore, called Books of 
Original Entry. They comprise the Purchases, Sales, 
Returns, and Bill Books, also the Cash Book, although the 
latter is, strictly speaking, a part of the Ledger. 

EQUATED INTEREST.—(See AVERAGE DUE DATE.) 

EQUATION OF PAYMENTS.— (See AVERAGE DUE 
DATE.) 

EQUITABLE ASSETS.—(See MARSHALLING OF ASSETS.) 

EQUITABLE LIEN.—(See LIEn.) 

ERROR.—Any item omitted, incorrectly entered, extended, 
added or subtracted, wrongly posted, ete. 

Compensating Error.—An error of equal amount on both 
sides of the Ledger. Thus, if the debit side of one account 
be over-added by £10, and the credit side of another account 
be over-added by £10, such an error will not prevent the 
two sides of the Trial Balance agreeing, as the error on the 
one side compensates or makes up for the other. 
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ERRORS, CORRECTION OF.—(See RECTIFICATION OF 
ERRORS.) 

ESTABLISHMENT EXPENSES.—(See Cost Accounts, 
Contract AccounNTS.) 

ESTATE DUTY.—This is a graduated stamp duty levied 
on the principal value of all property, real and personal, 
passing at death, after deduction of debts, incumbrances, and 
1easonable funeral expenses. By the Finance Act, 1919, the 
rates of Estate Duty are according to the following scale— 


VALUE OF EsTaTE. Rate per cent, 
Exceeds £100 and does not charged, 
exceed £500 : 5 
” £500, £1,000 2 
” £1,000 ” £55,000 3 
s £5,000, £10,000 4 
HL OO0 OWN £15,000 5 
oa ehLo000r ==, £20,000 6 
£20,000)“ £25,000 7 
$1 £25;000 7 «5, £30,000 8 
By ee eOU 000K se: 5 £40,000 9 
spit eh 40:0004" 7; £50,000 10 
on ae50;000/5 ;, £60,000 ll 
ape LOULO00m £70,000 12 
Be TE ZOOO0® er, £90,000 13 
By eL90;0007 5 £110,000 14 
Se EL LOO00K 5 £130,000 1S 
9, -#430;000',, £150,000 16 ° 
3 £150,000) ~, £175,000 17 
3, 175,000) %, £200,000 18 
93 1200;000), | 5, £225,000 19 
pie PZ OO002 745, £250,000 20 
ec OU COO £300,000 21 
ne ECUU;000) is, £350,000 22 
» £990,000 ,, £400,000 23 
» £400,000 ,, £450,000 24 
an) £4505000,7 5, 500,000 25 
3) £200,000, .,, 600,000 26 
3) £000;000" £800,000. : é : 27 
» £800,000 ,, £1,000,000 . : é é 28 
» £1,000,000_ ,, £1,250,000 .. : ( A 30 
> $1,250,000 ,, £1,500,000 . “ : . 32 
', £1,500,000 __,, £2,000,000 . ° 35 


; ,, £2,000,000 Be Se RANI: BURT ie 40 
Small Estates—Where the Gross value of the property, 


real and personal, on which Estate Duty is payable on the 
death of the deceased, exclusive of property settled otherwise 
than by the will of the deceased exceeds £100, but does not 
exceed £300, a fixed duty of 30s. may be paid, and where it 
exceeds £300 but does not exceed £500, a fixed duty of 50s. 
may be paid. Where the fixed duty of 30s. or 50s. has been 
paid, and it is afterwards discovered that the gross value of 
the property exceeds £500, the ad valorem duty according to 
the true value is payable, and no allowance can be made for 
the duty paid at first. But where 30s. has been paid and it 
is discovered that 50s. should have been paid, the difference 
only is payable. Where, however, the deceased died on or 
after the Ist September, 1903, and the Commissioners are 
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satisfied that there were reasonable grounds for the original 
estimate of the value of the property, an allowance may be 
made for the duty paid at first. 

Deductions Allowed.—Allowance against the gross principal 
value of an estate is made for reasonable funeral expenses and 
for debts and encumbrances (including mortgages or termin- 
able charges incurred or created by the deceased bond fide for 
full consideration in money or money’s worth wholly for his 
own use and benefit, and which take effect out of his interest. 

Principal Value.—The principal value of any property is 
the price which, in the opinion of the Commissioners, such 
property would fetch if sold in the open market at the time 
of the deceased’s death. 

Aggregation.—For determining the rate of Estate Duty to 
be paid in respect of any property passing on the deceased’s 
death, all property so passing, in respect of which Estate 
Duty is leviable, is to be aggregated so as to form one estate, 
and the duty is to be levied at the proper rate on the principal 
value thereof. 

Property not to be Aggregated.— Where the net value of the 
property, real and personal, on which Estate Duty is payable 
on the death of the deceased, where the death occurs at any 
time after the Ist August, 1894, including property over which 
the deceased had and exercised by will a general power of 
appointment, and property which by default of exercise of 
the power of appointment belonged to the deceased absolutely, 
but exclusive of other property settled otherwise than by the 
will of the deceased, does not exceed £1,000, such property 
is not to be aggregated with any other property, but is to 
form an estate by itself. 

Any property—settled or not—passing on the death of the 
deceased, which consists of such pictures, prints, books, etc., 
not yielding income as appear to the Treasury to be of 
national, scientific, historic, or artistic interest is not to be 
aggregated with other property, but is to form an estate by 
itself, and Estate Duty is chargeable thereon only when the 
property is sold, and then only in respect of the last death 
on which the property passed. 

Duty on Gifts inter vivos.—Estate Duty is leviable upon the 
principal value of all inter vivos gifts of property made by the 
deceased within three years of his death without reservation, 
unless any such gifts (1) were made before the 30th April, 
1908 ; (2) were made for public or charitable purposes more 
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than twelve months before the death ; (3) were made in con- 
sideration of marriage, ; or (4) are proved to the satisfaction 
of the Commissioners to have been part of the normal expendi- 
ture of the deceased, and to have been reasonable, having 
regard to the amount of his income, or to the circumstiances, 
or which, in the case of any donee, do not exceed n the 
aggregate £100 in value or amount. 

Time for Duty—Additional Duty.—The duty, which is to be 
collected upon an Inland Revenue Affidavit or Account, is 
due on the delivery thereof, or at the expiration of six months 
from the death, whichever first happens ; except in the case 
of such objects of national, etc., interest mentioned on previous 
page, where the duty is due one month after the date of 
sale, or six months after their coming into possession of a 
person competent to dispose of them, as the case may be, 
or on delivery of the Account, whichever first happens. 

Estate Duty is, in the first instance, calculated at the 
appropriate rate according to the value of the Estate, as set 
forth in the Inland Revenue Affidavit or Account delivered, 
but if afterwards it appears that for any reason too little 
duty has been paid, the additional duty is payable, and is 
treated as duty in arrear. 

Interest on Duty.—Simple interest at 3 per cent. per annum, 
without deduction for income tax, is payable upon all Estate 
Duty from the date of the deceased’s death, or, where the 
duty is payable by instalments, or becomes due at any later 
date than six months after the death, from the date at which 
the first instalment or the duty becomes due, and is recoverable 
in the same manner as if it were part of the duty. 

When the fixed duty of 30s. or 50s. on small estates is 
paid within twelve months after the death of the deceased, 
interest is not charged. 

Duty Payable by Instalments.—The Estate Duty due upon 
an account of real property may, at the option of the person 
delivering the account, be paid by eight equal yearly instal- 
ments or sixteen half-yearly instalments, with interest at the 
rate of 3 per cent. per annum from the date at which the first 
instalment is due, and the first instalment is to be due at the 
expiration of twelve months from the death, and the interest 
on the unpaid portion of the duty is to be added to each 
instalment and paid accordingly, but the duty for the time 
being unpaid, with such interest to the date of payment, may 
be paid at any time, and, in case the property is sold, is to 
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be paid on completion of the sale, and if not so paid, is to be 
duty in arrear. 

The Estate Duty in respect of any annuity or other definite 
annual sum referred to in Section 2 (1) (d) of the Finance 
Act, 1894, may be paid by four equal yearly instalments, the 
first to be due twelve months after the death. Interest on 
the whole unpaid duty is to be added to the second and 
subsequent instalments. 

Settlement Estate Duty.—Where property, in respect of 
which Estate Duty was leviable, was settled by the will of the 
deceased, or having been settled by some other disposition 
passed under that disposition on the death of the deceased 
to some person not competent to dispose of the property, a 
further Estate Duty of 2 per cent., called “ Settlement Estate 
Duty,” was leviable upon the principal value of the settled 
property, except where the only life interest in such property, 
after the deceased’s death, was that of the husband or wife of 
the deceased; or, where the disposition took effect before 
the 2nd August, 1894; or, under the deceased’s will, where 
the net value of the property in respect of which Estate Duty 
was leviable on the death of the deceased, exclusive of pro- 
perty settled otherwise than by the deceased’s will, did not 
exceed £1,000. The Settled Estate Duty, also the Estate Duty, 
was payable only once during the continuance of the same 
settlement. It was, however, abolished under the Finance 
Act, 1914. 

“Settled Property” is property comprised in a “ settle- 
ment,’ and a “settlement ”’ is any instrument which is a 
settlement within the meaning of Sections 2 and 58 of the 
Settled Land Act, 1882, ov which if it related to real 
property would be a settlement within the meaning of those 
Sections, and includes a settlement effected by a parol 
trust. 

Settlement Estate Duty leviable in respect of Personal 
Property settled by the deceased’s will (unless the will con- 
tains an express provision to the contrary), was, where the 
deceased died on or after the 1st July, 1896, payable out 
of the settled property in exoneration of the rest of the 
deceased’s estate, within six months after the death. 

ESTATE DUTY ACCOUNT.—(See Executorsuip 
ACCOUNTS.) 

EXCHANGE ACCOUNT.—Same as DIFFERENCE IN 
EXCHANGE ACCOUNT (g.v.). 
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EXCHEQUER BILLS.—These are promissory notes issued 
by the Treasury in multiples of £100 for three, six, or twelve 
months in order to raise money for temporary purposes. 

EXCHEQUER BONDS.—Bonds issued by the Treasury for 
temporary financial purposes. They run for a definite period 
not exceeding six years, and have interest coupons attached. 

EX DIVIDEND.—(See DivIDEND.) 

EXECUTOR.—The person appointed by the Will to 
administer the estate of a deceased testator. If the 
executor refuses to accept the office, he must formally 
“renounce the will” by filing a “notice of refusal” in the 
Probate Registry. If he decides to undertake the duties he 
must make himself acquainted with the provisions of the 
will, compile an inventory of the deceased’s property and 
debts at the date of death, and prepare an Estate Duty 
Account. After this has been sworn and passed by the 
Inland Revenue Authorities, the court will grant probate. 
This consists of a parchment copy of the will to which is 
attached the certificate of the probate court (a division of 
the High Court for the proof of wills): Probate is thus the 
official proof of the will, and the grant of probate by the 
Court empowers the executor to deal with the deceased’s 
estate. (See ADMINISTRATOR.) 

Example 1.—X died on the 3lst Dec., 19.., leaving the 
following estate— 


£7,000 24 % Consols at 78%-793 ex div. 

£2,000 4 % Columbia Bonds at 954-953. 

100 £1 Shares in Success Gold Mines, Ltd., fully paid at £10. 

Cash in House, £15; at Bank, £250. 

Cash on Deposit, including Interest to date, £630. 

Loan on Mortgage £2,000 at 5%. Interest paid to 30th June last- 

Life Policy for £4,000. Bonus additions £400. Loan on policy, 
£2,000 at 4%. Interest paid to date. 

Household Furniture and Effects valued at £2,000. 

Goodwill of Business, £1,250. 

Share as partner in business of X. Y. Z. & Co., Capital plus Profit 
less Drawings to date, £6,215. 

Ships and Shares of Ships, £300. 

Leasehold Property valued at £3,000, assessed under Sch. A at 
£300 per annum. Ground Rent paid to date. 

Mortgage on above, £1,200 at 5 %. Interest paid to date. 

Rents of Leasehold Property at £75 per quarter, paid to 29th Sept. 
of current year. 

Freehold House in England, gross assessment Sch. A, £270. 
Estimated value = 13} years’ purchase of net annual value, £225. 

Mortgage on above to A. Lender, £1,000 at 5%. Interest thereon 
paid to date of death. 
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Loan to Friedrich Braun, of Hamburg, £500. Estimated expense 
of realising, £20. 
Debts due at death, payable out of property situate in England— 
Dr. Sands for Medical Attendance, {65. 
Sundry Persons for Private Expenses, {60. 
Sundry Tradesmen for Household Expenses, £220: 14:6. 
Funeral Expenses (A. Undertaker & Co.), 40 guineas. 


From the above particulars prepare an Estate Duty Account 
for the Inland Revenue Authorities, showing the total Duty 
payable. The affidavit was presented on the 31st March of 
the following year. (See p. 391, etc.) ; 

EXECUTORSHIP ACCOUNTS.—Accounts relating to the 
estate of a deceased person. 

Example.—From the previous example for Estate Duty 
Account, and also from the following particulars, write up the 
books and show the Ledger Accounts for the half-year ending 
30th June, 19.., the estate being left in trust for the only son. 


19a RECEIPTS. 
Jan. 1. Rent of Leasehold for Dec. quarter 
a 5. Dividend on Consols Jess tax. 
» 12. Interest on Loan on Mortgage for half-year to Dec. last, 
less tax. 
Mar. 25. Leasehold Rent for Mar. quarter Jess Sch. A tax for year. 
,» 81. Dividend on Columbia Bonds for quarter to date less tax. 
April 1. Life Policy and Bonuses less Loan. 
- 4. Loan to F. Braun, of Hamburg, realised £450 net. 
io 5. Dividend on Consols Jess tax for quarter to date. 
May 15. Ships and Share of Ships realised £250 net. 
» 9l. Freehold House sold for £3,200 net. 
» 5, Household Furniture, etc., realised net £2,050. 
June 24, Leasehold Rent for quarter to date. 
,» 30. Interest on Bank Deposit at 4% p.a. for half-year to date. 
“a » Dividend for half-year to date on Gold Mine Shares, 25 % 
free of tax. 
» », Dividend on Columbia Bonds for quarter to date Jess tax. 
» » Goodwill of Business Pete Interest to date at 5% less tax. 
- » Share in Business of X. Y. Z. & Co. plus Interest to date 
at 5 % per annum less tax. 
» »  Half-year’s Interest on Mortgage Loan Jess tax. 
RO. PAYMENTS. 
Mar. 31. Estate Duty and Interest. 
April 21. Debts due at death, also Funeral Expenses. 
» 22, Son on account, £50. 
May 31. Mortgage on Freehold paid off plus Interest to date at 
5% per annum less tax. 
is » 9on on account, £50. 
June 30. Saar on Leasehold paid off plus Interest to date at 
5 % per annum Jess tax. 
- Son on account, £150. 
(For @olntion see page 405, etc.) 


1 Rate of tax, ls. 2d. in the £ throughout. 
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Estate duty is ELECTED TO BE PAID on the delivery of th 
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The student should also refer to APPORTIONMENT, HOTCH- 
pot, LeGacy, INVESTMENT and REsipUARY AccouNT for 
other examples. 

EXEMPTIONS FROM INCOME TAX.—(See INCOME 
TAX) 

EXPENDITURE, CAPITAL—EXPENDITURE, REVENUE 
—(See CAPITAL AND REVENUE, also DOUBLE ACCOUNT 
SYSTEM.) 

EXPENSES, DIRECT—EXPENSES, ESTABLISHMENT— 

EXPENSES, INDIRECT.—(See Cost Accounts.) 

EXPENSES OF ISSUE OF DEBENTURES. — (See 
DEBENTURE DISCOUNT.) 

EXTENDING PROTEST.—(See BiLt OF EXCHANGE.) 

EXTRAORDINARY RESOLUTION.—(See Company.) 


FACE VALUE.—tThe nominal value of shares, bonds, etc., 
that is, the value printed upon the face of them, as opposed 
to their real or market value, which may be higher or lower. 

FACTORY COST—FACTORY ONCOST.—(See Cost 
ACCOUNTS.) 

FARMERS’ TAX.—(See INcoME Tax SCHEDULE B.) 

F.A.S.—An abbreviation for “free alongside ship.” It 
denotes that the price quoted includes delivery of goods 
alongside ship, but not the expense of putting on board. 
(See F.O.B.) 

FICTITIOUS ASSETS,—(See ASSETS.) 

FINISHED GOODS.—Goods or articles completely manu- 
factured and ready for sale, as opposed to those in different 
stages of manufacture, and known as “ partly manufactured 
goods.” 

FIRE ACCOUNT.—A separate account is often opened for 
damage to, or loss of, goods or property by fire. A Journal 
entry is made thus— 


Fire Account Dr. 
To Goods damaged by Fire Cr. 
,, Fixtures and Fittings Cr. 


If uninsured, the whole amount is written off to Profit and 
Loss ; but if covered by insurance, the Compensation received 
from the Insurance Company will be credited to the Fire 
Account, and any balance of this account will then be 
transferred to Profit and Loss. 

FIRE INSURANCE.—An annual payment, called a pre- 
mium, to an Insurance Company for indemnity against loss 
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of goods or property by fire. The premium is posted to the 
debit of a Fire Insurance Account, which is closed by transfer 
to Profit and Loss after carrying down any portion of the 
premium that may be unexpired at balancing time. The 
following is an illustration— 


Dr. FIRE INSURANCE. Cr. 
19.. I9.. 
Jan. 1|To Balance b/f .. «|| 37 |r0 Dec. 31 | By Amt.Unexpired c/d.|| 37 |10 
July 1] ,, Cash(z yr.’s premium)|| 75 snes laisse erofitvand Losses) 75 
112 |I0 eee - 
1Q.. fia 
Jan. 1] To Balance b/d .. sel] 37 |IO) 


FIRE INSURANCE COMPANY’S ACCOUNTS.—(See 
INSURANCE. ) 

FIRM.—A collective name for a partnership: 

FIRST AND FINAL DIVIDEND.—(See DiviDEND.) 

FIRST COST.—Same as Prime Cost. (See Cost ACCOUNTS.) 

FIRST OF EXCHANGE.—The first of the three vias or set 
of foreign bills. 

FIXED ASSETS.—(See ASSETS.) 

FIXED CAPITAL ACCOUNTS.— (See PARTNERSHIP 
ACCOUNTS.) 

FIXED CHARGES.—(See Cost Accounts.) 

FIXED INSTALMENT METHOD.—(See DEPRECIATION.) 

FIXED RENT.—Same as Mimimum Rent. (See 
ROYALTIES. ) 

FIXTURES AND FITTINGS.—A separate account is opened 
for these items. It often includes Office Furniture, and is 
then termed Furniture, Fixtures, and Fittings. Any addi- 
tions are charged to the same account ; but expenditure on 
repairs and renewals is charged to Profit and Loss. Depre- 
ciation is written off by means of a fixed rate per cent. on the 
annual diminishing balances. For the treatment of 
additions, see under DEPRECIATION. 

FLAT COST.—(See Cost Accounts.) 

FLOATING ASSETS.—(See ASSETS.) 

FLOATING ASSETS AND LIABILITIES.—(See DouBLe 
ACCOUNT SYSTEM.) 

FLOATING CAPITAL.—(See CAPITAL.) 
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FLOATING CHARGE.—A term used in connection with 
the issue of Debentures. (See COMPANY.) 

FLUCTUATION.—(See DEPRECIATION.) 

F,O.B.—An abbreviation for “ free on board.’’ It denotes 
that the price quoted includes delivery of goods on board 
ship. (See F.A.S.) 

FOLIO.—Two pages of a book bearing the same number, 
as, for instance, in the Cash Book. In book-keeping it is 
now used to denote the page number of the books from which 
and to which an entry is being posted or transferred. 

FOLIO COLUMN.—An extra column ruled specially in all 
books of account, generally in front of the money columns, 
for the insertion of page numbers or folios when posting. 
Such folios are inserted in order to facilitate subsequent 
reference if necessary. 

FOOTAGE.—(See RoyALrty.) 

F.O.R.—An abbreviation for “free on rail.’’ It denotes 
that the price quoted includes delivery of goods to railway 
company. 

FOREIGN BILLS.—(See BILL oF EXCHANGE.) 

FOREIGN BRANCHES.—(See BRANCH ACCOUNTS.) 

FOREIGN CURRENCIES, CONVERSION OF, — (See 
BRANCH ACCOUNTS.) 

FOREIGN CURRENCY, ACCOUNTS IN.—Where the busi- 
ness carried on comprises foreign transactions, this will 
necessitate the keeping of accounts in currency as well as 
sterling. The Ledger should be ruled with double columns, 
and any balance between the two sides of the account after 
payment has been made should be transferred to a 
“Difference in Exchange Account.”’ 

Example 1.—Dupré Fréres, of Paris, remitted to Smith 
& Sons, of London, a cheque for 2,000 francs in full settle- 
ment of an account of £80. Smith & Sons’ bankers credited 
them at the exchange of 25:25. Show the entries in Smith 
& Sons’ Cash Book and Ledger. 

Clearing of decimals, we have 

2525)200,000(£79 : 4 : 2 nearly 
as the proceeds of the remittance. 


Dr. CASH BOOK. Cr. 


‘ 
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Fr C. 


00 


Ss. 


4 


£ 


[79 


To Dupré Fréres ..|| 2,000 
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LEDGER. 
Dr. DUPRE FRERES. Cr. 
| 
Er CAL) is... Fer Calipers. a. 
To Balance.. »+|| 2,000 |o0}|80 By Cash .. «+ || 2,000 fal poliala 
», Difference in 

Exchange 15|r0 

A/c (loss) 
2,000 |00|/80) 2,000 |oo Bal at 


Example 2.—White & Co., of London, owed Gebriider 
Braun, of Berlin, 2,035 marks. Gebriider Braun’s account 
in White & Co.’s Ledger showed a credit balance of £100, 
White & Co. having converted the marks into sterling at 
the rate of 20°35. White & Co. purchase in London a draft 
on Berlin for 2,035 marks at the rate of 20°40. Show the 
entries in White & Co.’s Ledger. 

£1 was paid for every 20 marks 40 pfennigs. The cost of 
the draft, therefore, was—f{3036 or 22350° or £99 - 15 - 1. 


Dr. GEBRUDER BRAUN. Ce 
= = 
Mey Pale. Sicd. Meee saa 
To Cash for Draft || 2,035 |oo]| 99 |15| 1 By Balance «+|} 2,035 |0o]] r00 a 
», Exchange A/c 
(profit) .. 4|I1 
2,035 |00|| 100 2,035 |00]] 100 hei Ge 


FORFEITED SHARES.—Table A of the C.C.A., 1908, 
contains the following clauses with reference to Forfeiture of 
Shares— 

24, If a member fails to pay any Call or instalment of a Call on the 
day appointed for payment thereof, the directors may, at any time 
thereafter during such time as any part of such Call or instalment 
remains unpaid, serve a notice on him requiring payment of so much 
of the Call or instalment as is unpaid, together with any interest 
which may have accrued. 

25. The notice shall name a further day (not earlier than the 
expiration of fourteen days from the date of the notice) on or before 
which the payment required by the notice is to be made, and shall 
state that in the event of non-payment at or before the time appointed 
the Shares in respect of which the Call was made will be liable to be 
forfeited. 

26. If the requirements of any such notice as aforesaid are not 
complied with, amy Share in respect of which the notice has been 
given may at any time thereafter, before the payment required by the 
notice has been made, be forfeited by a resolution of the directors to 
that effect. 


423 


FOR] DICTIONARY OF BOOK-KEEPING [FOR 


27. A forfeited Share may be sold or otherwise disposed of on such 
terms and in such manner as the directors think fit, and at any time 
before a sale or disposition the forfeiture may be cancelled on such 
terms as the directors think fit. 

28. A person whose Shares have been forfeited shall cease to be a 
member in respect of the forfeited Shares, but shall, notwithstanding, 
remain liable to pay to the Company all moneys which, at the date of 
forfeiture, were presently payable by him to the Company in respect 
of the Shares, but his liability shall cease if and when the Company 
receive payment in full of the nominal amount of the Shares. 

30. The provisions of these regulations as to forfeiture shall apply 
in the case of non-payment of any sum which, by the terms of issue 
of a Share, becomes payable at a fixed time, whether on account of 
the amount of the Share, or by way of premium, as if the same has 
been payable by virtue of a Call duly made and notified. 


Although the ex-shareholder is, strictly speaking, still liable 
after forfeiture for any sums owing, the amount is to all 
intents-and purposes a bad debt, and is therefore written off. 

Example.—A Limited Company has an Issued Capital of 
100,000 £1 shares, 15s. per share called up. The directors 
resolve that 200 shares, on which the first and second Calls 
of 5s. per share had not been paid, should be forfeited. 

Make the necessary Journal entries and show the effect on 
the Company’s Balance Sheet. 


First Way— —jourNAL. Dr. Cr. 
Share Capital A/c (full amount 
called up) an & 58 150 
To Forfeited Shares A/c (amount 
paid) .. ve xo Se 50 
», First Call A/c (amount due) .. 50 
», Second Call A/c (amount due) 50 


200 shares forfeited for non-pay- 
ment of Calls as per Minute No. 


NL RG oe OS ae 


Second Way— JOURNAL. Dy. Cr. 


Share Capital A/c .. ae ars 
To Forfeited Shares A/c. . we 150 
200 £1 shares, 15/- per share called 
up, forfeited. 


Forfeited Shares A/c aie ss 100 
To First Call A/c. . ne ia 50 
», Second Call A/c Ai 50 


Amount of unpaid Calls written back. 
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Both Ways— 
BALANCE SHEET. 


Capital and Liabilities. 


Issued Capital— 
100,000 shares of £1 each, 15/— called up || 75,000 


less 200 A i »  iforfeited 150 
—|| 74,850 
99,800 
Forfeited Shares A/c .. oe ae 50 


If the Nominal Capital has been entered in the books, the 
following Journal entry will be required. 


JOURNAL. Dr. Gr. 
Unallotted Shares A/c ae solo 2400 
To Uncalled Capital A/c ae 50 
, Forfeited Shares A/c.. ce 50 
yp inst Call Avery ae abs 50 
,, second Call A/c AG ae 50 
200 Shares, Nos......... EO us eisles ens 
forfeited for non-payment of Calls 
as per Minute of Directors dated .. 


In the Share Ledger a note would be made in red ink in 
the Shareholder’s Account stating that the shares were 
forfeited, and giving date and number of the directors’ 
resolution. 

FORFEITED SHARES RE-ISSUED.—The directors of a 
Limited Company have power to re-issue forfeited shares at 
par, at a premium, or at a discount not exceeding the amount 
already paid up on them. Any balance left in the Forfeited 
Shares Account when the shares have been re-issued will be 
transferred to the Reserve Fund. Unless the Articles forbid it, 
the amount may even be taken to Profit and Loss as a profit, 
though such a course cannot be recommended. 

Example.—The directors resolve that the above forfeited 
shares, namely, 200 shares of £1 each, shall be issued to 
A B, credited with 15s. per share paid up, for £125. Show 
the entries in the Company’s books. 


425 


FOR] DICTIONARY OF BOOK-KEEPING [FRA 


First Way— 
JOURNAL. Dr. Cr. 


A.B. (personal a/c in re ee 125 
Forfeited Shares A/c 25 
‘To Share Capital A/c .. 150 
Re-issue of 200 £1 shares, credited 
with 15/— per share paid up, for 
£125, as per Minute No......... 
Gate diverter cia tates ert 


Dr. CASH BOOK. Cr. 


OVA. B: 125 


Second Way— 
JOURNAL. Dy. ur. 


=o 


Forfeited Shares Re-issued A/c .. 150 
To Share Capital Ae 


Forfeited Shares A/c ' 25 
To Forfeited Shares Re- issued — 
NICE a ot : i 25 


Dr. CASH BOOK. Cr. 


Note.—As £150 of Capital (? of £200) has been issued for £125, 
the balance of £25 must be made good from the Forfeited Shares A/c. 


To Forfeited Shares 


Re-issued A/c 125 


FORGED BILL or CHEQUE—FORGED INDORSEMENT. 
—(See BILt oF EXCHANGE and CHEQUE.) 


FORMATION EXPENSES.—(See PRELIMINARY 
EXPENSES.) 


FOUNDERS’ SHARES.—(See CoMPANY.) 

FRAUDULENT PREFERENCE.—“ Every conveyance or 
transfer of property, or charge thereon made, every payment 
made or obligation incurred, and every judicial proceeding 
taken or suffered, by any person unable to pay his debts as 
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they become due, from his own money in favour of any 
creditor or any person in trust for any creditor with a view of 
giving such creditor a preference over the other creditors, 
shall, if the person making, taking, paying, or suffering the 
same is adjudged a bankrupt on a bankruptcy petition pre- 
sented within three months after the date of the making, 
taking, paying, or suffering the same, be deemed fraudulent 
and void as against the trustee in the bankruptcy.” Such a 
preference constitutes an act of bankruptcy. 

FREE OF TAX.—(See DIVIDEND.) 

FREEHOLD PROPERTY.—Land which is the absolute 
property of the holder, and of which he can dispose as he 
chooses. 

FREE RENT.—(See Quit RENT.) 

FREIGHT.—The charge made for conveyance of goods by 
water. Two accounts are generally kept for such charges, 
though sometimes the latter are merged in the Carriage 
Accounts. 

Freight Inwards Account, or freight on goods purchased. 
This account is closed at balancing ‘time by transfer to 
Trading Account. 

Freight Outwards Account, or freight on goods sold. This 
account is closed at balancing time by transfer to Profit and 
Loss. 

FUEL.—Coal, Coke, Wood, etc., used for manufacturing 
purposes. (See COAL AND COKE ACCOUNT.) 

FULLY SECURED CREDITORS.—(See STATEMENT OF 
AFFAIRS. ) 

FUNDED DEBT.—(See NATIONAL DEBT.) 

FUNERAL EXPENSES.—In Executorship book-keeping a 
separate account is opened for these. Reasonable funeral 
expenses, which must not include cost of tombstone or 
mourning, or transporting body from abroad, are allowed as 
a deduction from the gross value of the corpus when paying 
Estate Duty. 

FURNACE ACCOUNT.—(See MANUFACTURING ACCOUNT.) 

FURNITURE, FIXTURES, AND _ FITTINGS — (See 
FIXTURES AND FITTINGS.) 


GAIN.—(See PRoFiIt.) 

GARNER v. MURRAY.—(See PARTNERSHIP ACCOUNTS.) 

GAS COMPANY’S ACCOUNTS.—These are kept on the 
DovuBLE Account SysTEM, to which the student should refer. 
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GAS AND ELECTRICITY.—This represents motive power, 
and is therefore charged to Manufacturing or Trading 
Account. 

GAS AND ELECTRIC LIGHT—GAS AND WATER.—The 
charges for Lighting and for Water should be subdivided, the 
works portion being charged to Manufacturing or Trading 
Account, and the office portion to the Profit and Loss Account. 
In examination work, where no distinction is made, such 
items are charged to Profit and Loss. Where, however, they 
are merged with the Coal and Coke, as, for instance, “‘ Coal, 
Coke, Gas, and Water,” such an item would be taken to 
Trading Account as a manufacturing charge. 

GAZETTE.—The London Gazette is the official news- 
paper of the Crown, and contains all the Government 
notices. Bankruptcy proceedings, partnership dissolu- 
tions, bills of sale, deeds of assignment, etc., are also 
published in it. 

GENERAL ACCEPTANCE.—(See BILL oF EXCHANGE.) 

GENERAL BALANCE SHEET.—(See DouBLE AccouNT 
SYSTEM. ) 

GENERAL CHARGES.—(See TRADE EXPENSES.) 

GENERAL CROSSING.—(See BILL oF EXCHANGE.) 

GENERAL EXPENSES.—(See TRADE EXPENSES.) 

GENERAL LEDGER.—(See LEDGER.) 

GENERAL LEDGER ADJUSTMENT ACCOUNT.—(See 
ADJUSTMENT ACCOUNT and SELF-BALANCING LEDGERS.) 

GENERAL LIEN.—(See LIEn.) 

GENERAL MEETING.—(See ComPANy.) 

GENERAL ONCOST.—(See Cost Accounts.) 

GILT-EDGED SECURITIES.—Securities of the highest 
class, regarded as absolutely safe, and on which the interest 
is paid regularly, e.g., Consols. 

GOING CONCERN.—A business in regular working order 
ons of changing hands without interrupting or suspending 
WOTK,. 

GOLDEN RULES.—(See JOURNAL.) 

GOODS.—Merchandise of any description. 

GOODS ACCOUNT.—An account used in elementary book- 
keeping to record the stock at start, the subsequent pur- 
chases and sales of goods, and also any returns. At 
balancing time, the stock on hand is written in on the credit 
side, and the balance of the account then represents gross 
profit (or loss). In actual business it is now being superseded 


A34 


GOO] DICTIONARY OF BOOK-KEEPING {GOO 


by the Trading Account, which is really only a more elaborate 
form of Goods Account. It is, however, much clearer, and 
yields much more information. The contrast between the 
two may be seen from the following— 


Dr. GOODS ACCOUNT. Cr. 
To Stock .. aie «|| 500 By Sales Book .. ++|| 3,500 
» Purchases Book + «|| 2,300 », Cash Sales .. -.|| 100 
» Returns Book «|| 420 », Returns Book 50 75 
», Gross Profit .. oef| 1,255 »y» Stock c/d O65 e+|| 800 
4,475 4,475 
To Balance (Stock) b/d ..|| 800 
Dr. TRADING ACCOUNT. Cr. 
To Stock at start . 500 By Sales .. ++ ||3,600 
», Purchases ++] 2,300 less Returns || 420 
. —|+-|| 3,180 
less Returns . 75 », Stock at finish 800 
—|—|| 2,225 
», Gross Profit .. 1,255 
3,980 3,980 


GOODS ON APPRO.—(See AppRo.) 

GOODS ON SALE OR RETURN.—(See SALE or RETURN.) 

GOODWILL.—This term has received various legal defini- 
tions, ¢.g., “‘ Nothing more than the probability that the old 
customers will resort to the old place.” “‘ The benefit arising 
from connection and reputation.”” Looked at from another 
point of view, it is the ability of a business to make surplus 
profit after charging interest on the capital employed, and 
allowing for a management salary in case the proprietor did 
not wish to manage it himself. The goodwill may arise from 
the reputation of the article sold, the personality of the pro- 
prietor, monopoly, patents, trade marks, favourable locality, 
etc. Goodwill is seldom brought into the books unless a sum 
of money is paid for it. Goodwill must be taken into con- 
sideration, however, on the death of an existing partner or the 
admission of a new one, and also on the sale of the business. 
For the purposes of sale, the value of the goodwill is taken 
to be from one to five years’ purchase of the average net 
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profits for a period of years, though in retail businesses it is 
often based on the turnover. The goodwill of a Company is 
legally a fixed asset, and need not be depreciated. Any 
amounts written off goodwill should, in the opinion of some 
eminent accountants, be entered in the Appropriation 
Account as appropriations of profit rather than in the Profit 
and Loss Account as charges against revenue. (See 
CoMPANY and also PARTNERSHIP.) 

GOVERNMENT SECURITIES.—This term comprises Con- 
sols, Treasury Bills, Exchequer Bonds, etc., the interest on 
which is guaranteed by the Government. It is generally 
met with in Bank Balance Sheets, especially those of the 
Bank of England. 

GROSS LOSS.—(See Loss.) 

GROSS PROFIT.—(See PROFIT.) 

GROUND RENT.—tThe rent payable to the ground land- 
lord for the use of his land for building purposes. At the 
expiration of the lease the buildings erected on the land 
become the property of the landlord. Income tax must be 
deducted from each payment of ground rent. 

A Freehold Ground Rent is one where the ground landlord 
is a freeholder. A Leasehold Ground Rent is one where the 
superior landlord is himself a leaseholder. Both Freehold 
and Leasehold Ground Rents are purchased as investments, 
especially by Insurance Companies. 

Ground Rent Jess tax.—-In examination work this must 
be treated in a similar manner to Debenture Interest 
less tax. 

GUARANTEE COMPANY.—(See Company.) 

GUARANTEED SHARES.—Shares on which a certain 
dividend has been guaranteed for a stated period by the 
promoters of the Company or the vendors of the business. 

GUARANTEED STOCKS.—Stocks on which the income or 
interest is guaranteed by the Government of the country in 
which the Stock is issued, e.g., Consols by the British Govern- 
ment, India 3 per cent. by the India Government, Grand 
Trunks by the Canadian Government, etc. 

GUARD BOOK.—A book into which invoices, receipts, 
vouchers, account-sales, transfers, and other documents are 
pasted for reference instead of being filed. In some busi- 
nesses a Guard Book takes the place of the Purchases Book, 
money columns being provided into which the amounts of the 
invoices are extended. 
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HEAD OFFICE ACCOUNT—HEAD OFFICE ADJUST- 
MENT ACCOUNT.—(See BrAancH AccoUNTS.) 

HEAD RENT.—Same as Minimum Rent. (See ROYALTIES.) 

HEATING APPARATUS—HEATING AND VENTILATING 
PLANT.—A separate account is sometimes opened for 
machinery of this description. It is depreciated annually by 
means of a fixed percentage on reducing values, repairs and 
renewals being charged to Profit and Loss and any additions 
capitalised. 

HIDDEN RESERVES.—(See SECRET RESERVES.) 

HIRE-PURCHASE ACCOUNTS.—Under the Hire-Purchase 
System the legal ownership of the goods is not vested in the 
purchaser until the final instalment has been paid. Should 
default be made in the payment of the instalments, the vendor 
can demand the return of the goods. The difference between 
the Hire-Purchase System and Instalment Payment Purchases 
should be carefully noted. 

In the buyer’s books no entry will be made until the first 
instalment is paid. This will then have to be allocated 
between capital and revenue. The cash value of the articles 
must be ascertained, and also the rate of interest charged for 
the hire. Interest on the cash value, or the unpaid portion 
of it, must be worked out whenever an instalment is payable. 
The amount of interest will be the proportion of the instal- 
ment chargeable to Revenue, while the balance of the instal- 
ment will represent the proportion to be capitalised. Depre- 
ciation must be charged annually on the cash value, or its 
diminishing balance, so that the asset shall appear in the 
books at the ena of the time at its then proper value. Repairs 
and renewals will, of course, be charged to Profit and 
Loss. 

Example.—A Colliery Company purchases wagons on the 
hire-purchase system over a period of five years, payable by 
annual instalments of £500. The Wagon Co. charge interest 
at the rate of 5 per cent. per annum on the yearly balances. 
Show the accounts in the books of the buyer. (Depreciation, 
10 per cent.) 

The cash value of the wagons may be taken to be the 
present value of an annuity of £500 for five years at 5 per 
cent. interest. Reference to the Table gives us the value of 
an annuity of £1 for five years at 5 per cent. as 4°329477 ; 
and this figure multiplied by £500 gives us {2,164 14s. 10d. 
as the cash value of the wagons. 
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In Buyer’s Books. 


JOURNAL. Dz; Cr. 
Year 
1 Wagon A/c . |] 391 |15) 3 
Wagon Hire A/c (5 "ho b2164 14: ads ..|| 108] 4) 9 
To Wagon Co. .. é es 500 
2 Wagon A/c .- 411] 7] 1 
Wagon Hire A/c (6 %, ae 772: 19: oe, --|| 88/12/11 
To Wagon Co... a 500 
3 Wagor A/c ae ae 06 . . |} 431 |18) 4 
Wagon Hire A/c (5 % £1,361:12:6) ..|| 68] 1] 8 
To Wagon Co. .. 25 50 to 500 
4 Wagon A/c as Be a . - |} 453 |10) 4 
Wagon Hire A/c (5 % (929: 14:2) ..|) 46] 9) 8 
To Wagon Co... ie ae a 500 
5 Wagon A/c .-}476| 3/10 
Wagon Hire A/c (5 wis £476 3: 10) --f| 23/16) 2 
To Wagon Co... 4 6 500 
LEDGER. 
Dr. WAGON ACCOUNT. Cr. 
Year Year. ae 
I To Wagon Co, I By Depreciation ..|| 216 | 9 6 
10% £2,164/14/10 
», Balancec/d ..|| 175 | 5 9 
39% | 15 S 
2 To Balance b/d .. 2 By Depreciation ..|| 194 | 16 6 
10% £1,948/5/4 
», Wagon Co, »» Balancec/d ..|} 392 | 16 4 
586 | 12 | ro 
3 To Balance b/d .. 3 By Depreciation ..|| 175 6 ion 
10 %£1,753/8/10 
»» Wagon Co, », Balance c/d ..|} 648 | 7 | xo 
823 ne 8 
4 To Balance b/d .. 4 By Depreciation ..|| 157 | 16 2 
10% £1,578/2/0 
.. Wagon Co, », Balancec/d ..|| 944 | 2 
I,10I 38 2 
5 To Balance b/d .. 5 By Depreciation ..|| 142 | 0| 7 
10% £1,420/5/10 
», Wagon Co. », Balance c/d ..|/ 1,278 | 5 3 
1,420 Bi lctos 
To Balance b/d .. 
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Dr. WAGON HIRE ACCOUNT. Cr. 
Year. he 

I To Wagon Co. ..|| 1o8| 4] 9 I By Peer A/Ce reli xOSnlnr4 |i 

3 hs es iH Lestaieg Ey ped 3 peer a ieeedl aaa. 

4 sy rs a a 46 | 9 OI 4 ess oy lisveeslSeoalase 

5 Este Ps 23/1 2 5 ete se ieee eon bess 
Dr. WAGON COMPANY. Cr. 
Year Year. 

I To Cash 500 I By Sundries safle S00) 

cel am Bele chisel la. 

3 | non a Caw Oe “ oes oe 

fe ae aE choes | es le 

5 | Tinie ee ae Ray = 5 re 8 rahe eye. 


It will be seen that the value of the wagons at*the end of 
the fifth year is exactly what it would be supposing we had 
paid cash for them, and depreciated them annually thus— 


Value Ist year he es .. || 2,164 | 14 | 10 
less Depreciation ‘at 10 "9, 06 58 soll] BIO Sah 
Value 2nd year a5 wh .. |} 1,948 5 4 
less Depreciation ‘at 10 "of, oe oC sitll), UCAS GIG xe 
Value 3rd year ae a9 So lilly aiovd Whale) 
less Depreciation ‘at 10 ‘97, 50 ae soll WA | Ge 

Value 4th year 5% a 56 |) Ash | 
less Depreciation ‘at 10 "oy, 46 me sot\|) eye |) uss 
Value 5th year ae ae soil,420) |) 591 10 
less Depreciation ‘at 10 ‘9, Rie ae ae 142) 0 vy) 
£1,278 | 5) 38 


In some cases, the seller requires the first instalment to be 
paid on the signing of the agreement. This will affect the 
calculations, as there will be one less instalment of interest. 

In the Seller’s books the items will be entered at their cash 
value in a special Hire-Purchase Journal, and posted to the 
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debit of the purchaser and to the credit of a Hire-Purchase 
Sales Account. As each instalment falls due, the customer’s 
account, or the unpaid balance of it, will be debited with 
interest, which will be credited to an Interest or Hire-Purchase 
Interest Account, and taken eventually to Profit and Loss as 
a profit. As the goods, however, are not yet the actual pro- 
perty of the buyer and may be returned, a reserve should be 
made to cover any possible loss arising from such a contingency. 

Example.—Referring to the previous example, write up the 
accounts in the books of the seller. 

In Seller’s Books. 


LEDGER. 
Dr. COLLIERY COMPANY. Cr. 


Year. 
I To Hire Purchase 
Sales A/c ..|| 2,164 | 14 

», Interest at 5%.|| 108 | 4 


By Cash .. --|| 500 
», Balancec/d ..|/1,772 | 19 | 7 


2,272 | 19 2,272 | 19 
2 To Balance b/d ..|| 1,772 | 19 By Cash .. RA 500 
», Interest at 5%. 88 | 12 », Balancec/d ..|/ 1,361 | 12 


By Cash 


3 To Balance b/d_ ..|/ 1,361 | 12 oN sie 
»» Interest at 5%. 68 F » Balancec/d ..|| 929 | 14 
1,429 | 14 1,429 | 14 
4 To Balance b/d ..|) 929 | 14 By Cash .. ..|| 500 
», Interest at 5%. 46 | 9 », Balancec/d ..|| 476 | 3] 10 
976 | 3 976 | 3] 10 
5 To Balance b/d ..|| 476 | 3 By Cash .. «|| 500 
» Interest at 5%. 23 | 16 
500 500 
a ——EE 
Dr. HIRE-PURCHASE INTEREST. Cr. 
Year. Year, 
I ToPy& L. Ale) ss||) 208s ae eo I By Colliery Co. .. 108 | 4] 9 
2 ” ” ” - 88 | 12 | 11 2 ” ” ” on 88 | 12 Il 
3 , ” ” ! 68 I 8 3 ” ” ” 68 I 8 
| ee ee | 
4 ” ” ” 46 9 8 4 ” ” ” 46 9 8 
ee as as 
5 ” ” ” 23 16 2 5 ” ” ” 23 16 2 
ee a a ee 
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HOLDER IN DUE COURSE.—(Sce Britt oF EXCHANGE.) 
_ HOLDING OUT.—The representation by a person that he 
is a partner in any particular firm. He becomes liable, as if 
he were a partner, to anyone who has been induced to give 
credit to the firm on the strength of such representation. 
(See PARTNERSHIP ACCOUNTS.) 

HORSE-KEEP (Hay, Straw, and Provender)—HORSE AND 
STABLE EXPENSES.—A separate account is generally opened 
for expenses of this description, and closed eventually by 
transfer to Profit and Loss. 

HORSES AND CARTS—-HORSES AND VANS—HORSES, 
HARNESS, VANS, AND VEHICLES.—Property of this 
description is generally booked up to an account of the same 
name. Depreciation is written off annually by means of a 
fixed percentage on diminishing values, repairs and renewals 
being charged to revenue, and any additions capitalised. 
Horses and Carts are sometimes posted to the Loose Plant 
Account ; and horses and harness are often re-valued at the 
end of each financial period, instead of being depreciated 
annually at a fixed rate. : F 

HOTCHPOT—HOTCHPOTCH.—tThe bringing into account 
of any advancements made to a child during the parent’s 
lifetime. At the death of the testator such advances will, 
if brought into hotchpot, form part of the estate to be dis- 
tributed. If it is then found that the child is entitled to 
more than he has received, he will be paid the balance; but 
if it is then found that he has already received more than his 
share, he cannot be called upon to repay anything. Should, 
however, he refuse to allow the advances made to him to be 
-brought into hotchpot—and the law gives him the option— 
he will not be allowed to participate in the distribution of 
the residue. 

Example 1.—X died, leaving the residue of his estate, 
£12,600, to be divided equally among his three children : 
Alfred, George, and Mary,who had already received advances of 
£5,000, £4,000, and £3,000 respectively. Show the distribution 
of the residue, taking into hotchpot the advances made. 
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| 
Total. Alfred George. Mary. 
Residue .. sc £12,600 0 O 
add Advances.. £12,000 0 oO 
————|24, 600 8,200 || 8,200 | 8,200 
Less Advances + -||12,000| | 5,000 || 4,000 3,000 
Balances due . -||I2,600 | 3,200 4,200 5,200 | 
Pc jee a | SS SS 
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Example 2.—The previous example, but supposing Alfred’s 
advance to have been £10,700 instead of £5,000. Show the 
distribution of the residue, bringing the advances into 


hotchpot. 
Residue + Advances = £30,300 
One-third of £30,300 = £10,100 


Alfred’s advance is, therefore, greater than his proper share, 
and he will consequently be excluded. The distribution will 
be as follows— 


Total. George. Mary. 
Residue .. a £12,600 0 0 
add Advances £7,000 0 0 
19,600 9,800 9,800 
Less Advances An ate ae 7,000 4,000 3,000 
Balances due .. are ae 12,600 5,800 6,800 


HOTEL ACCOUNTS.—(See TABULAR BOOK-KEEPING.) 

HOUSEKEEPING EXPENSES.—This item figures in the 
accounts of firms such as drapers, outfitters, etc., employing 
a large number of assistants who “live in.” As it is for the 
assistants’ board, it is a proper charge against the profits of 
the business. In examination work students thoughtlessly 
charge such an item to the proprietor’s Drawing Account 
instead of to Profit and Loss. 

HYPOTHECATION, LETTER OF.—(See DocuMENTARY 
BILL.) 


I.F.—An abbreviation for “ insufficient funds,’’ written by 
bankers on a cheque to explain why they refuse to pay it. 
This happens whenever a person overdraws his banking 
account without the consent of his banker. 

IMPERSONAL ACCOUNTS.—(See Account.) 

IMPERSONAL LEDGER.—(See LEDGER.) 

IMPREST SYSTEM.—(See PETTY Cas.) 

IMPROVEMENTS TO PREMISES.—(See ALTERATIONS.) 

INCIDENTAL EXPENSES ACCOUNT.—An account for 
any accidental or occasional expenses. It is closed, like 
other nominal accounts, by transfer to Profit and Loss. 

INCOME.—Money received regularly from Investments or 
Property, or in return for services rendered. 
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Earned Income.—(See INCOME Tax.) 

Unearned Income.—(See INCOME Tax.) 

INCOME AND EXPENDITURE ACCOUNT.—This is only 
another term for a Profit and Loss Account. It is used for 
non-trading concerns, such as clubs, societies, hospitals, and 
also for professional men and for private individuals. 

The difference between an Income and Expenditure 
Account and a Receipts and Payments Account should be 
clearly understood by the student. 

An Income and Expenditure Account deals with the income 
and expenditure of the current year only, but with the whole 
of it. All items of income and expenditure belonging to the 
period must, therefore, be included, even though they have 
not been actually received or paid at the time of making up 
the Account. The balance of the Account shows the surplus 
of income over expenditure, or vive versd ; it represents the 
surplus or deficit for the year, and is carried to the Balance 
Sheet. It is often called a Revenue Account, to which it is 
exactly similar in character. 

A Receipts and Payments Account is simply a summary 
of the cash transactions, as per the Cash Book, analysed or 
classified under suitable headings. It deals with the whole 
of the cash received and paid during the year, and contains 
the balance of cash in hand at commencement and at end of 
the year. It may therefore include income and expenditure 
not only for the current year, but also for the previous year, 
and even for the succeeding year. 

It is not unusual to find some published ‘‘ Income and Ex- 
penditure Accounts’ showing the income on the Dr. side 
and the expenditure on the Cy. side, and containing the 
balance from the previous year; in some cases, they are 
even called “‘ Balance Sheets.” The nomenclature of such 
accounts is, of course, quite wrong and very misleading. 
They are nothing more or less than Receipts and Payments 
Accounts, and should be so headed. A proper Income and 
Expenditure Account shows the expenditure on the Dr. side, 
and the income on the Cy. side, and does no¢ include any 
balance from the previous year, which would simply make 
it impossible to arrive at the true income or expenditure for 
the current year. 

Example.—From the following particulars prepare Income 
and Expenditure Account and Balance Sheet of the “ Alpha ”’ 
Club for the year ending: 3lst December, 19... 
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s. d. 
Annual Subscriptions a ae G0 a2 O66" 1OERG 
Entrance Fees at, sé Ho 224 WS 
Sale of Tickets for Entertainments ae nae LodweOn.0 
Dividends on Consols, less tax .. Si Bo Los 5 
Printing and Stationery and sa gi oS i OL On EO 
Honorarium to Secretary . ee co Le OD U 
Repairs, Cleaning and Washing . Ec ee L ZO Deas 
Cost of Entertainments ae a8 sa) dS 16.4 
Sale of Tickets for Annual Dinner ie eo O80 15e0G 
Newspapers and Magazines Se oe i oo) LOL 
Hire of Hall (Cr. balance).. 5 PAU) Kd 
Profit on Sale of Wines and Spirits, Beer, 

Minerals, Cigars and Tobacco .. ‘ LOS eeS 
Rent, Rates and Taxes... ak oe i UE 
Salaries of Staff .. ne ue E200 LOLS 
Interest on Bank Deposit less tax. oc ae 18 16 8 
Cost of Annual Dinner .. at A ve oe LOTLO 
Gas and Electric Light .. os is wet LOLs 5A 
Receipts from Billiard Rooms .. ae wee 220 LOG 
Auditor’s Fee Ae xe nA si sre VE AD 
Cash in hand bc of on nc oe a0) Lon SG 
Cash at Bank : us ane Se Boe PA 34 2G 
Cash on Deposit at 5 Vine ne ats nfs .. 400 0 0 
Sundry Creditors .. ae Ss Ae ta EOS Ton 
£580 Consols 3c - DOO OREO 
Capital A/c as per last Balance Sheet 5 2, DOOM 1SINS 
Library Books, Ist Jan., Q eet 200! KO 80 
Furniture, Fixtures, and gle ‘Ist Jan., WOE 500) 0) 20) 
Glass, Cutlery, China, House and Table Linen, Ist 

Jan.; 19. 320 0 0 
Stock of Stationery, ‘31st Dec., 19. bg 55 10 6 
Stock of Wines and Spirits, Beer, Minerals, , Cigars 

and Tobacco, 3lst Dec., 19.. . 220) 3.516 


Of the Subscriptions £25 is paidin advance; there is also 
£15 in arrear. Depreciation is to be written off Library 
Books, Furniture, Glass, Cutlery, etc., at 10 per cent. 
per annum. (For solution, see pages 445 and 446.) 

INCOME TAX.—Income Tax is a deduction of a certain 
number of pence from each pound sterling of income from 
whatever source. 

Origin of Tax.—Income Tax was introduced by Pitt as a 
war tax in the year 1799, when a tax was levied on all incomes 
above £60. In 1803 the principle of taxation of income at 
its source was adopted. The tax was abolished in 1816, but 
was reimposed by Peel in 1842. The Income Tax Act, 1803, 
enumerates the five schedules under which income tax is still 
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levied. The Finance Act, 1907, instituted the principle of 
differentiation between earned and unearned income, and the 
Finance Act of 1910 established the super-tax. Subsequent 
Acts have been chiefly remarkable for the increases in the 
rates of charge. In 1918 the enactments relating to Income 
Tax were consolidated by the Income Tax Act, 1918, certain 
sections of which have been modified by the Finance Acts of 
1919, 1920, 1921, and 1922. 

Persons Liable to Income Tax.—All persons resident in the 
United Kingdom, whether British subjects or not, are liable 
to assessment ; and also all persons not resident within the 
United Kingdom (whether British subjects or not) in so 
far as they derive income from property, trade, or employment 
in the United Kingdom. 

Taxation of Income at Source.—All income as far as possible 
is taxed at the source, that is, the person paying the income 
is expected to deduct the tax and hand over same to the 
Commissioners of Inland Revenue. If he omits to do so, he is 
nevertheless still liable for it to the Income Tax Authorities. 
A Limited Company, for example, pays tax on the whole 
of its profit before it is divided between the shareholders. 
A tenant is taxed upon the rent before it is paid to the land- 
lord. Tax is deducted, with certain exceptions, from all 
dividends and interest on public stocks before such dividend 
or interest is remitted to the stockholder. A firm is now 
liable for the tax due by its partners. Previously, partners 
could claim to be separately assessed, but the Finance Act, 
1907, abolished this concession. They can still claim separate 
allowances, but such allowances are made off the firm’s assess- 
‘ment, thus keeping to the principle of taxing income at the 
source. 

Rates of Income Tax.—Up to the year 1920-21 the tax 
chargeable was on a graduated scale according to the total 
income of the tax-payer, the earned portion of the income 
being charged at a lower rate than the unearned portion. 
By the Finance Act, 1920, alterations were made in the 
reliefs and allowances, 10 per cent. (up to a limit of £200) being 
allowed against the earned portion of the income, the first 
£225 of taxable income being charged at 3s. in the £ and the 
balance at 6s. in the £. By the Finance Act, 1922, these 
rates of tax were reduced to 2s. 6d. and 5s. 

Income Tax Commissioners.—These are of two kinds, 
General or District Commissioners, and Special Commissioners. 
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District Commissioners.—These are influential persons with 
certain property qualifications, appointed, without remunera- 
tion, for the different districts. They elect the Additional Com- 
missioners, and hear appeals against assessments made by them. 

Additional Commissioners.—These are persons selected by 
the General or District Commissioners from among themselves. 
Their duty is to fix the amount of the assessment after inspect- 
ing the Assessor’s books and hearing the evidence of the 
Inspector of Taxes. They are divided into committees 
representing the various trades or classes of business. 
Schedule D assessments are made by them. 

Assessors.—These are paid officials appointed by the 
District Commissioners, and their duty is to issue all the 
notices necessitated by the Income Tax enactments. In the 
early part of the Government year they send out the well- 
known yellow Form to all persons liable under Schedule D, 
with a request for the document to be completed and returned 
within twenty-one days. Every person must make a return, 
when called upon to do so, whether he is liable to tax or not. 
Where no return is made, the Assessor estimates the amount 
of income. The list of these names and amounts is then 
handed to the Commissioners. The Assessors also make 
assessments under Schedules A, B, and E, which are likewise 
handed to the Commissioners. 

Inspector of Taxes.—This is an official of the Board of 
Inland Revenue. He supervises returns and the assessments 
made by the assessors before they are handed to the Com- 
missioners. He is empowered to fill in omissions, amend 
assessments, and make surcharges. Where no return is made, 
he issues a second form demanding that the information 
required be supplied within seven days. Notices of appeals 
against assessments must be forwarded to him. Where 
- proper accounts are furnished the amount of the assessment 
can generally be arranged satisfactorily with the inspector. 
When appeals are made to the District or Special Com- 
missioners, the inspector appears in support of the assessment. 
Appeals to the Court of King’s Bench are conducted in the 
Inspector’s name. 

Special Commissioners.—These are a body of paid 
Government Officials at Somerset House. They assess all 
taxpayers who wish to be assessed by them, and hear appeals, 
in London and throughout the country, from their own assess- 
ments and also from the assessments made by the Additional 
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Commissioners. They can be called upon by the taxpayer 
to state a case, on a point of fact, for decision by the Board of 
Inland Revenue. No such appeal can be made against 
the district Commissioners; their decision on questions of 
fact is final. On a point of Jaw, however, an appeal can be 
made to the High Court, the Court of Appeal, and also to the 
House of Lords against both the Special and the District 
Commissioners. 

The Commissioners of Inland Revenue are ex-officio Special 
Commissioners for Schedule D tax. 

The Special Commissioners make assessments on Railway 
Companies under Schedule A, and hear appeals from assess- 
ments of mines, quarries, etc. They assess Railway Officials 
under Schedule E, and interest and dividends from British, 
Colonial, and Foreign Revenues under Schedule C. 
Assessments for super tax are also made by them. 

Official Year of Assessment.—The year of assessment is the 
Government’s financial year, which runs from April 6th in one 
year to April 5th in the next year. 

Schedules under which Income Tax is Leyied.—There are 
five schedules, as follows— ; 

Schedule A, income from ownership of land, buildings, etc. 

Schedule B, income from occupation or use of land. 

Schedule C, income from government and public stocks. 

Schedule D, income from trade, profession, or vocation. 

Schedule E, income from public office and employm 
generally. 


SCHEDULE A. 


_ Scope of Tax.—Schedule A tax, known as Landlord’s or 
Property Tax, is levied on income from the ownership of 
House Property, Land, Buildings, etc. 

Annual Value.—This is the amount of annual rent which 
the property would bring in if it were let. Where the owner 
occupies his own premises, such annual value is deemed to be 
his income from them, although he does not actually receive 
anything. 

Mode of Assessing House Property.—Schedule A assessments 
are made every five years. They are not liable to any increase 
during this time; but, on the other hand, a reduced assess- 
ment may be claimed if the value of the property declines. 
The assessments are based on the Poor Rate Returns, com- 
piled from forms issued quinquennially to all the occupiers 
of premises, who are required to state the amount of rent 
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paid, and also whether the tenant or the landlord pays the 
rates. 

Where the proprietor himself is the occupier, the assessment 
is based on the net annual value, #.e., the gross value less 
the statutory allowance for repairs, the occupier being naturally 
expected to bear the rates and taxes. If his total income is 
below £135, he should return the assessment form immediately 
and have it cancelled ; otherwise he will have to pay the tax, 
and go to the trouble of getting it refunded. 

Where the tenant bears the rates and taxes, and is also. 
responsible for keeping the property in repair, the statutory 
deduction will not be made, the net assessment will be the 
amount of rent payable. 

Where the tenant bears the rates and taxes, but not repairs, 
the assessment will be the amount of rent payable less the 
statutory allowance, thus— 


Sarde 
Yearly Rent at 12s. 6d. per week .. aoe 1 S2PTORO 
Less Allowance for Repairs,4 .. AA rs 1 OE tkO yO 


Net Annual Value .. os; 26.20.50 


Where the owner bears both rates and taxes and repairs, 
the assessment is based on the amount of rent receivable, 
less rates and taxes and the statutory allowance, thus— 


ieeS aid 

Yearly Rent at 15s. Od. per week .. ane ee del Bea 
Less Rates and Taxes (say) 7c 6 oo LEO ERO 
250 FU 

Less Allowance for Repairs, # .. ue ek “O70 
Net Annual Value .. 20 pene 


Up to the year 1923-24 the statutory allowance was one-sixth 
of the gross value of the premises, but by the Finance Act,1922, 
the allowances now read— 

Gross assessment not exceeding £20 = one-fourth. 
ft FA ke a £40 = one-fifth. 
» » exceeding {£40 = one-sixth. 

Where the value is between £20 and £40 the allowance may 
not be less than £5 (one-fourth of £20) and over £40 not less 
than £8 (one-fifth of £40), otherwise a person whose premises 
are valued at £42 would be allowed £7 only, as against £8 
where the premises are worth £40. 

Mode of Assessing Farm Property.—In the case of Farm or 
agricultural property the assessments are made in a similar 
manner, less any tithe payable. The statutory allowance for 
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repairs, however, is only one-eighth instead of one-sixth, etc., 
repairs not being so heavy as in the case of house property. 
A farm assessment will therefore be as follows— 


Wearly, “ent— ... 30 ae os St ba  ehsvAl) 
Less Allowance for Repaifs, 3... 56 ee 40 
£280 

Less Tithe (say) me oc Sb aoe oo 30 
Net Annual Value Ax ee e250) 


Extra Statutory Allowances.—The statutory allowance of 
one-fourth, one-fifth, or one-sixth in the case of house property, 
and one-eighth in the case of agricultural property, is expected 
to cover all outgoings, and no further charges, ¢.g., agent’s fee 
for collecting rent, will be allowed off the assessment. The 
owner of any land or houses on giving satisfactory proof that 
the cost to him of maintenance, repairs, insurance and manage- 
ment, according to the average of the preceding five years, has 
exceeded ith, 3th, jth or }th of the gross annual value, as the 
case may be, is entitled to an additional allowance of the 
difference between the statutory allowance and the ascertained 
cost. This applies to any land (inclusive of farmhouses and 
other buildings if any), and to houses. 

Up to 1923-24 these extra allowances were granted only in 
cases where the annual value did not exceed certain stated 
limits, but the allowance is now granted in all cases. The 
ordinary allowance of one-sixth or one-eighth is made at the 
source; the extra allowance can be obtained by claiming 
repayment of tax. 

Landlord’s Tax Collected from Tenant.—Schedule A tax 
is in most cases collected from the tenant, who is empowered 
by law. to recoup himself by deducting the amount of the tax 
so paid from the next payment of rent. The landlord, on 
being shown the official receipt, is bound by law to allow such 
a deduction ; and any agreement waiving the tenant’s rights 
in this respect is void. The tenant, however, cannot deduct 
more than the tax on the actual rent he pays, even when the 
net assessment is higher than the rent. Thus ifa person pays 
£50 a year rent to a parent or friend for a house assessed 
for tax at £80, he will pay income tax on £80; but he will 
only be entitled to deduct tax on £50 from his next payment 
of rent. He has a beneficial interest in the premises, and 
must, therefore, bear a proportion of the tax. 
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Tax sometimes Collected from Landlord.—In the case of 
property where the annual rent is less than £10, and in the 
case of land and buildings let for less than one year, the 
assessment is made direct on the landlord. 

Relief when Property is not Tenanted.—Where a house has 
not been occupied during the year of assessment or a part of 
it, an appeal can be made to have the assessment cancelled 
or reduced, as the case may be. 

Schedule A Unearned Income.—Income returnable under 
Schedule A is unearned income. Where, however, a house, 
rent free, forms part of the emoluments of a person’s office or 
employment, the net annual value is regarded as earned income. 

Exemptions under Schedule A.—Certain classes of 
property coming under this schedule are exempt from 
taxation, viz., public schools and buildings, university halls 
and colleges, churches, hospital buildings, almshouses, literary 
and scientific institutions, etc. 


SCHEDULE B. 


Scope of Tax.—Schedule B, or Farmers’ Tax, is levied on the 
profits arising from the occupation or use of agricultural 
lands, including farms, nursery and market gardens, etc. 

How the Amount of Income is Arrived at.—The income is 
estimated to be the amount of the full or gross annual value 
or rent inclusive of Title, and is regarded as earned income. 
In the case, however, of nursery and market gardens, etc., 
the assessment, though made under Schedule B, is cal- 
culated according to the procedure under Schedule D. Where 
a person is both owner and occupier of a farm, he will pay 
income tax under Schedule A on the annual value of the 
farm, and under Schedule B on the estimated profits of the 
farm. Thus, suppose a person owns and occupies a farm 
assessed gross at £720. He will pay tax under Schedule A 
on £630 (£720 less one-eighth or £90), and under Schedule B on 
£720 (i.e., the full annual value), the estimated profits. 

Repayment of Overcharge.—If a farmer can give satis- 
factory proof that his actual income from working the farm 
is lower than the statutory income, he may claim return of 
tax on the difference between these two amounts. 

Reduction of Assessment.—Assessments under Schedule 
B are made quinquennially, and are not liable to any increase 
during this period, even though the rent be raised ; but, on the 
other hand, a reduced assessment may be claimed if the rent 
has been lowered. Where, owing to floods or storms, growing 
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crops have been damaged or lands rendered unfit for cultiva- 
tion, and the landlord has on this account abated any portion 
of the rent, the commissioners may make a corresponding 
reduction in the assessment. 

Option of Assessment under Schedule D.—A farmer has the 
option of being assessed under Schedule D like an ordinary 
trader instead of under Schedule B, provided he gives notice 
to the surveyor within the first two months of the year of 
assessment (2.¢., before 6th June). In such cases the assess- 
ment will be on the average profit of the three preceding 
years. 

SCHEDULE C. 


Scope of Tax.—Schedule C tax, called the Stockholders’ 
Tax, relates to profits from interest, annuities, dividends, 
etc., payable out of Public Funds. This includes not only 
the United Kingdom, but the Colonies, and also any foreign 
stock where an agent or bank in the United Kingdom is 
entrusted with the payment of the dividend or interest. 
Interest and dividends on foreign public stocks which are not 
paid by an agent resident in the United Kingdom are taxed 
under Schedule D. 

Mode of Assessment.—Tax is charged on the actual profits 
of the year of assessment. 

How Tax is Collected.—The tax is generally collected at 
source by deduction. The bank or agent responsible for the 
payment of the dividend or interest is empowered to retain 
the tax, and to pay same in one lump sum to the Inland 
Revenue Authorities. 

Exceptions to Above Rule.—There are, however, exceptions 
to the rule of deducting tax from the interest or dividend 
(¢.g., where the half-yearly dividend payable out of the 
Public Funds amounts to less than 50s., such dividend is 
paid in full without deduction of tax). The object of this 
is to avoid putting small holders, whose total incomes are not 
likely to exceed £135, to the trouble of claiming repayment 
of tax. Interest on several of the War Lcans is also payable 
without tax being deducted. 

Schedule C Unearned Income.—Schedule C income is 
regarded as unearned income. 


SCHEDULE E. 


Scope of Tax.—Schedule E, or Salary Tax, relates to 
income from public office or employment, from annuities 
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(except those taxed under Schedule C), pensions, and 
stipends payable out of the public revenue, or by public or 
limited companies or private firms. 

Mode of Assessment.—Under Schedule E assessments are 
made on officials of the Government, including the Civil 
Service, officers of the army and navy, officials of the law 
courts, and of any public body, society or corporation, also 
on the employees of any limited company or a private firm. 
The assessment is made on the actual income of the year of 
assessment. 

Until the year 1922-23 employees of a private firm were 
assessed under Schedule D (3 years’ average) and subordinate 
employees of a limited company were similarly assessed (as a 
concession). All employments now come under Schedule E. 

Collection of Tax.—Schedule E tax is generally payable 
by the individual himself. Railway Companies, however, 
are empowered to deduct income tax from the salaries of their 
employees, except weekly wage earners, being liable to the 
Revenue Authorities for the amounts so deducted. Tax is 
also deducted at the source in the case of salaries payable at 
Government Offices to officials and others. 

Directors’ Fees and Remuneration.—Directors’ Fees are 
assessed, under this Schedule, on the directors themselves 
and not on the Company. Where the directors are remuner- 
ated by means of a percentage on the annual profits, they can, 
by reason of fluctuating income, claim to be assessed on the 
average of three years. The tendency of limited companies, 
especially private companies, is to remunerate the directors 
in this way, as,such profit is then earned income taxable at 
the lower rate; whereas if it had been distributed to them 
by way of dividend, it would be unearned income and not 
subject to the reduction of 10 per cent. 

Supplementary Assessment.—Any official who, during the 
year of assessment, receives an additional salary, is liable 
to have a supplementary assessment made on him for such 
increase. 

Deductions Allowed.—Any person who, in the performance 
of his duties, is necessarily obliged to make any disbursements, 
or to incur the expenses of travelling, or maintaining a horse, 
etc., may deduct same from the amount of the assessment. 

Return of Employees and Salaries —A Return must be 
made by employers, corporations, and limited companies of 
the names and addresses of their employees, and of the 
salaries, fees, commission, bonus, etc., paid to them. Where 
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the total income of such employees does not exceed £150, 
their names may be omitted. 

Schedule E Earned Income.—Income returnable under 
Schedule E is regarded as earned income. 

Quarterly Assessments.—Quarterly Returns are to be made 
by employers, giving particulars of wages paid to weekly wage 
earners (by way of manual labour) where the rate exceeds £150 
a year. Clerks, typists and similar employees are not to be 
included. One-fourth of the allowances to which the employee 
is entitled is set against the quarter’s wages and if the allow- 
ances exceed the wages of the quarter the difference is carried 
forward to the following quarter and so on until the end of the 
year: the year’s allowances being set against the year’s wages. 


SCHEDULE D. 


Scope of Tax.—Under Schedule D tax is levied on income 
arising from the following sources— 


(1) Trade, Manufacture, Adventure, or concern in the 
nature of Trade. 

(2) Professions, or Vocations. 

(3) Profits of an uncertain annual value not charged under 
Schedule A, 1.e., discounts and interest on money 
not taxed by deduction. 

(4) Profits from Colonial and Foreign Securities, where 
tax has not been deducted by the agent entrusted 
with payment thereof. 

(5) Profits from Foreign and Colonial Possessions. 

(6) All annual profits or gains not included under the 
foregoing heads and not charged under any other 
schedule. 

Mode of Assessment.—Persons assessable to Income Tax 
under Schedule D may elect to be assessed either by the 
Commissioners of their District under a number or letter, 
or by the Special Commissioners of Income Tax. In the 
absence of election, they will be assessed in the usual course 
by the Commissioners of their District. 

The former method is adopted by traders who have personal 
friends or business competitors among the District Com- 
missioners, in order to prevent the latter knowing anything 
about their private affairs. The second method takes the 
matter out of the hands of the local commissioners altogether. 

Returns for Assessment by the District Commissioners 
under a number or letter should be sent to the Clerk to the 


455 


INC] DICTIONARY OF BOOK-KEEPING [INC 


Commissioners, whose address will be furnished by the 
Assessor or Inspector of Taxes on application. Returns for 
Assessment by the Special Commissioners should be sent to 
the Inspector of Taxes under cover, marked “ For Special 
Assessment.” In other cases the form should be returned 
to the Assessor or Inspector by whom it was issued. The 
form should be filled up before transmission in all cases. 

Any person who neglects to make a Return, or who makes 
an untrue Return, renders himself liable to certain penalties 
mentioned on the Form. 

Profits from Discounts, and Interest of Money not taxed 
by Deduction.—Under this head fall all Discounts and untaxed 
Interest received or credited, including Interest on Banking 
Account or Deposits, and also Dividends in the Public Funds 
of which the half-yearly amount is less than fifty shillings, 
where such Dividends are not payable upon Coupons annexed 
to Stock Certificates payable to bearer. 

Profits from Colonial and Foreign Securities—If received 
through an Agent who deducts British Income Tax on pay- 
ment ot the Income, these profits should not be entered. 
But if British Income Tax is not so deducted, the amount 
received in the United Kingdom must be returned for 
assessment, 

Profits from Colonial and Foreign Possessions.— Average.— 
The amount to be returned is the full annual amount received 
in the United Kingdom on the average of the three preceding 
years, without any deduction. 

Profits of Trade, Profession or Vocation.—Where Income is 
derived from the exercise of any business, profession or 
vocation, the amount of Income to be returned for assessment 
in any given year is neither the actual Income of that year, nor 
the Income which a person expects to make in that year, but is 
a ‘‘ statutory’? Income, of which the amount is to 
be computed from actual ascertained figures. These are the 
figures shown by the accounts of the business or profession for 
the three years immediately preceding the year for which a 
return has to be made, and the computation from them is to be 
made according to prescribed rules, of which the following is 
an abstract— 


RULES AND REGULATIONS FOR CALCULATING PROFITS. 

The Tax extends to the Profits of all Trades, etc., carried on or 
exercised in the United Kingdom by any Person whatsoever, whether 
a British subject or not, and wheresoever residing ; and also to the 
Profits of Trades carried on or exercised elsewhere than in the United 
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Kingdom, if carried on or exercised by Persons residing in the United 
Kingdom. 

Average.—The amount of Profits is to be computed on an Average 
of the Three preceding Years, ending either on the date, prior to the 
Sth day of April, of the year of assessment, to which the Annual 
Accounts have been usually made up, or on the 5th day of April; 

Or, if the Trade, etc., has been set up or commenced within three 
years, on an average from the period of commencing the same ; 

Or, if commenced within the year of Assessment, the Profits are 
to be estimated according to the best of one’s knowledge and 
belief, and the ground on which the amount shall have been 
estimated should be stated for the” information of the 
Commissioners. 

Deductions Allowed.—In computing the profits upon which the 
average is to be taken, the following deductions are allowed— 

(1) Repairs of Premises occupied for the purpose of the Trade, etc., 
and for the Supply or Repair of Implements, Utensils, or 
Articles employed, not exceeding the sum usually expended 
for such purposes according to the average of the three years 
preceding. 

(2) Debts proved to be bad; also for Doubtful Debts according to 
their Estimated Value. 

(3) Rent of Premises used solely for the purposes of business, and 
not as a place of residence. : . 

(4) A proportion, not exceeding two-thirds, of the Rent of any 
dwelling-house partly used for the purposes of business. 

(5) The Annual Value of any premises occupied by the Owner 
solely for the purpose of business, and not as a place of 
residence,+ according to the amount on which duty has been 
paid under Schedule A; less ground rent, if any. 

(6) A proportion, not exceeding two-thirds, of the Annual Value 
(according to the amount on which Duty has been paid under 
Schedule A—less ground rent, if any), of any dwelling-house 
occupied by the Owner and partly used for the purposes of 
business. 

(7) Any other disbursements or expenses wholly and exclusively laid 

out for the purposes of the Trade, etc. 

(8) Sums paid as Corporation Profits Tax. 

Note: In cases (4) and (6) the Commissioners may allow a greater 
sum than two thirds, where they consider circumstances warrant it. 

Deductions Not Allowed.—In computing the profits upon which the 
average is to be taken the following deductions are not allowed— 

(1) Interest on Capital, any Annual Interest, Annuity, or other 
Annual Payment, payable out of the Profits or Gains, or any 
Royalty or other sum paid in respect of the user of a Patent. 
(The duty on such Interest, Patent Royalty, or other Annual 
Payment should be deducted from the person to whom the 
payment is made.) ; 

(2) Sums paid as Salaries to Partners, or Drawings by Partners. 

(3) Sums invested or employed as Capital in the Trade or Business, 
or on account of Capital withdrawn therefrom. 


1 From 1918, a trader may deduct the full annual value of fac~ 
tories, mills, and similar premises owned by him, although he has 
paid property tax on only five-sixths of such annual value 
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(4) Sums expended in Improvement of Premises or written off for 
Depreciation of Land, Buildings, or Leases. 

(5) Loss not connected with, or arising out of the Trade, etc. 

(6) Expenses of Maintenance of the Persons assessable, their Families, 
or Establishments; or any sum expended in any other domestic 
or private purpose. 

(7) Losses recoverable under an Insurance or Contract of 
Indemnity. 

(8) Sums paid as Income Tax on Profits or Gains, or on the Annual 
Value of Trade Premises. 

(9) Premiums for Lifg‘Assurance, or for Wear and Tear of Machinery 
or Plant; but Allowances may be Claimed in respect of these 
items. 

Date to which Profits are to be computed.—In certain 
cases the profits of a single year (and not the average profits 
of three years) are to be taken as determining the amount 
of the income to be assessed. Where the single year is 
“the preceding year,” the year to be taken is strictly 
speaking the year ended on the preceding 5th April: but 
in practice it is usually the last calendar year, or the last 
year to the date at which it is the custom of the taxpayer to 
make up his accounts. Similarly, where the single year is 
“the current year,” this should in strictness be the current 
Income Tax year to 5th April following: but in practice it 
is usual to take the current calendar year. 

Wear and Tear of Machinery and Plant.—An allowance for 
diminished value of Machinery and Plant by reason of Wear 
and Tear may be claimed where the Machinery or Plant 
belongs to the trader, or is so let to him that he is bound to 
maintain and deliver it over in good condition. Where rent 
is paid for the use of Machinery or Plant, and the burden of 
maintaining and restoring it falls upon the Lessor, no 
deduction for Wear and Tear is allowable to the Lessee. 

Income of Married Women.—The Income of a married 
woman living with her husband is, by the Income Tax Acts, 
deemed to be his Income; any profits from business, profession, 
etc., or untaxed income belonging to her are required to be 
returned for assessment by her husband ; and, if exemption, 
or relief be claimed, the whole of her income from every source, 
whether taxed or not, is required to be included in the 
Statement. 

Allowance in respect of Life Assurance Premiums.—From 
the total tax payable an allowance is made in respect of pre- 
miums paid on the life of the taxpayer or his wife—but not 
children—subject to the following restrictions— 

(1) Total premiums must not exceed one-sixth of the total 
income. 
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(2) Premiums must not exceed 7 per cent. of the sum assured 
at death (exclusive of bonuses). 

- (3) Premiums must not exceed £100 in the aggregate where 
no sum is assured at death. 

On Life Policies effected after 22nd June, 1916, a sum must 
be assured at death, and in the case of deferred assurances no 
allowance is made during the period of deferment. Policies in 
connection with a superannuation fund or a bona fide pension 
scheme are not, thus restricted. On policies effected before 
22nd June, 1916, the rate of tax on the Premiums paid is— 

2s. 6d. in the £ where the total income does not exceed £1,000. 
3s. 9d. 50 Ap AF i iy a £2,000. 
5s. Me - = * » exceeds £2,000. 

On Policies effected on or after 22nd June, 1916, the rate 
allowed is 2s. 6d. in the £ irrespective of the total income of the 
taxpayer. In order that the Allowance may be granted 
in respect of such Premiums it is necessary that the particulars 
indicated on page 4 of the Form should be stated, and that 
the Receipts for the Premiums should, if required, be 
transmitted to the Inspector of Taxes. ; , 

Allowances.—The Finance Act, 1920, makes provision for 
the following allowances from the total income of the taxpayer— 

(1) A reduction of 10 per cent. from the combined earned 
income of the taxpayer and his wife (limited to £200). 

(2) £135 to each unmarried person. 

(3) £225 to an individual who proves that he has a wife 
living with him during the year of assessment: in addition 
nine-tenths of the first £50 of his wife’s earned income is 
allowed. 

(4) £36 for the first child and £27 for each subsequent child 
under the age of 16 or over 16 if receiving full time instruction 
at school or college, but the child must not have an income 
exceeding £40 per annum (exclusive of the value of any 
scholarship). 

(5) £45 to a widower who has a female relative or other 
female person resident with and maintained by him for the 
purpose of having charge of his children for whom he receives 
an allowance. 

(6) £45 to an unmarried man who has his widowed mother or 
other female relative resident with and maintained by him for 
the purpose of having charge of his brothers and sisters for 
whom he receives an allowance. This is also granted to an 
unmarried woman in similar circumstances. 
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Form No. 1.—PacGE 2. 
Sontienaa STATEMENT OF UNTAXED INCOME FOR ASSESSMENT UNDER 


SCHEDULE D. 


In cases where there is no untaxed income to be returned for assessment, the word ‘‘ None : 
should be entered in the money column, and the General Declaration should be signed 


SOURCE OF INCOME. | AMOUNT. 


FROM TRADE, PROFESSION, OR VOVATION, viz.— £ s. | d. 
The Trade, Profession, Employment, Vocation, or Business ot . 
carried on by 
at 


FROM INTEREST OF MONEY AND ANNUITIES, NOT TAXED BY DEDUCTION, 
AND FROM DISCOUNTS, viz.— 
Interest on Banking Accounts or Deposits 
Discounts (including Discount or Profit on maturity ‘or sale of Treasury Bills or War 
Expenditure Certificates) F . oe 

Interest on Exchequer Bonds (where not taxed by deduction) aa 
Small Dividends on Government and Corporation Securities (where not taxed by deduction) 
Other Interest and Annuities not ta ved by deduction (the particular source to be stated), v; 


FROM COLONIAL AND FOREIGN SECURITIES (where United Kingdom Income Tax 
is not deducted on payment thereof), viz.— 
Interest arising from Securities of Indian or Colonial Governments, Corporations or 
Companies. . oe 
Interest arising from Securities of Foreign Governments, Corporations or Companies a 
Other Interest of Money, Annuities, or Annual Payments charged on any property out 
of the United Kingdom.. ale se Ac °. Be oe or ve ee 
FROM COLONIAL AND FOREIGN POSSESSIONS, viz.— 
Tocome arising from Stocks or Shares (where United Kingdom Income Tax is not deducted 
on payment thereof), or from Rents— 
In any of His Majesty’s Dominions out of the United Kingdom .. 6 =. an 
\ 


In Foreign Countries 


Income arising from Other Colonial and Foreign Possessions (the ‘particular source to 
be stated), viz.— 


FROM PROPERTY OR PROFITS NOT FALLING UNDER ANY OF THE FOREGOING 
HEAD ee not charged under any other Schedule (the particular source to 
e stated), viZ.— 


the amount whereof is computed according to 


TOTALS *, 
Less: Amount claimed for Wear and Tear of Machinery and Plant, 
which should not be deducted in arriving at the above figures " 


NED TOTALS 


" I declare that in the foregoing statement I have given a full and tru 
General Declaration. Return of the whole of the Income chargeable upon 


under Schedule D of the Income Tax Acts, estimated to the best of my judgment and belief according to th 
directions and rules of the said Acts. I desire the assessment to be made by the 


Given under my hand this day of TO niere 
Signature. Note.—A woman mu: 
state after hi 
Business Address. signature wheth« 
Married, Wéidor 
or Spinster, 


aaa WHETHER THE RETURN IS MADE— 
. As precedent Acting Partner of a Firm; ) 
or a As Trustee, Agent, ‘Receiver or Factor, and for wom ¢ 
or 3. Asthe Officer of any Corporation, Company, or Society, 
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Form No. 1.—PAGE 3. 
DECLARATION, IN THE CASE OF A FIRM, BY THE 
PRECEDENT ACTING PARTNER, 


OR BY THE AGENT IF NONE OF THE PARTNERS IS RESIDENT IN THE 
UNITED KINGDOM. 


ction B. 


. Full description or style of the Firm 


- Particulars of all annuities, interest on loans and mortgages, ground rents, patent royalties, and other annual 
charges payable by the Firm. 


Interest on partners’ own capital and salaries of partners are not to be included here but under head (3) below. 
there cre no Charges, the word “NONE ”’ should be inserted. It is not sxfficient to leave this space blanx 


Amount pay- 
ature of the Charge. | able for the | Name of person to whom payable. Address. 
current year. 


& 


POTAL:. =f 


ee 


. Particulars of the share of each partner in the net total profits‘of the Firm entered on page 2. 


State in each Basis of Distribution Amount of 


case whether each 
imes of the Partners at | Residences of the Partners. “Sleeping ” uote gneiss Partner’s 
6th April, 19 or “ Acting” April ‘sf share of the 
Partner. DE Ao) Profits. 
£ 
Toray £ 
I declare that I amt of the Firm above described, and that the foregoing 
articulars are in every respect fully and truly stated according to the best of my judgment and belief. 
State whether precedent acting partner, or agent. Signature. 


Hon. .C DECLARATION TO BE MADE BY A FIRM NOT DOMICILED 
IN THE UNITED KINGDOM. 


I DECLARE THAT the firm of 
ot domiciled in the United Kingdom. 


Given under my hand this day of 19 ° 
Signature. 


Whether precedent acting 
partne: or agent. 
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Form No. 11.—PaGE 2. 


, STATEMENT OF UNTAXED INCOME FOR ASSESSMENT UND 
Section C. SCHEDULE D. 


In cases wheve there is no untaxed income to be returned for assessment, the word “ Nop 
should be entered in the money column, and the General Declaration should be sig 

Attention is directed to the note on page 1, as to the liability of a husband to include 
income of his wife. 


DESCRIPTION OF INCOME. AMOUNT. 


FROM TRADE, PROFESSION EMPLOYMENT or VOCATION, viz. :— ae ss 
The Trade, Profession, or Business of 
carried on by | 


at 
The Employment or Vocation of 
carried on by 
FROM INTEREST, ANNUITIES, ANNUAL PAYMENTS AND DIVIDENDS, NOT TAXED BY | 
DEDUCTION, AND FROM DISCOUNTS, viz. :— 
Interest on Banking Accounts or Deposits “ 
Dividends or Interest on War Loan, National War Bonds and Exchequer Bonds (where not 
held in the form of “ bearer bonds ” or ‘ registered coupon bonds ” 
Dividends or Interest on Post Office Issues of F unding Loan, Victory Bonds, 52% Bicmoner 
Bonds, 5-15 year Treasury Bonds, 34% Conversion Loan, or 5$% Treasury Bonds 
Small Dividends on other Government Securities and on Corporation Securities (where not 
taxed by deduction) .. ate aa 
Dividends on Stocks purchased and held through the Post Office Savings Bank oo ate} 
Discounts, including Discount on Treasury Bills 
Other Interest, Annuities, Annual Payments and Dividends, not taxed by deduction (the 
particular source to be stated), viz. :— 
FROM DOMINTON AND FOREIGN SECURITIES (where United Kingdom Income Tax is 
not deducted on payment thereof), viz. :— 
Interest arising from Securities of Governments, Corporations or sage Saves in any of His 
Majesty’s Dominions out of the United Kingdom ae . 
Interest arising from Securities of Foreign Governments Corporations or Companies 
ae Interest, Annuities, or Annual Payments, ids on any pee out of the United 
ingdom 
FROM DOMINION AND FOREIGN POSSESSIONS, viz. :— 
Income arising from Stocks or Shares (where United Kingdom Income Tax is not deducted 
on payment thereof), or from Rents :— 
In any of His Majesty’s Dominions out of the United Kingdom . ee 
In Foreign Countries. . 
Income arising from any other Possessions out of the United Kingdom (the particular 
source to be stated), viz.— 
FROM PROPERTY OR PROFITS NOT FALLING UNDER ANY OF THE FOREGOING 
HEADS and not charged under any other Schedule, viz.— 
Letting Furnished House at 
Other Sources (the particular source to be stated), viz.— 
the amount whereof is computed according to 


TOTAL <i. 
Less, in the case of a Trade, amount claimed for Wear and Tear of Machinery 
and Plant, which should not be deducted in arriving at the above soccer Pe 


NET TOTAL 


Z I declare that in the foregoing statement I have given a full and true R 
General Declaration. | of the whole of the income chargeable upon me under Schedule D, estimat 
the best of my judgment and belief, according to the provisions of the Incom 


Acts. I desire to be assessed by the 


Given under my hand this day of TO. 
Signature. : Note.—A woman 
: state after 
Business Address, signature wh 
Married, W 
Private Residence. or Spinster. 


STATE WHETHER YOU MAKE THE RETURN— 
1. On your own behalf; or 
2. As Trustee, Agent, Receiver, Factor, etc., and for whom. 
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RETURN OF TOTAL INCOME—TO BE MADE BY EVERY INDIVIDUAL 
tion D. | CLAIMING ANY ALLOWANCE, DEDUCTION, OR REDUCED RATE 


OF TAX. 
(See Notes 11 to 18, 20 and 21.) 


The Claimant must set forth EVERY source of his income with the amount derived from each source, whether 
ned elsewhere for assessment or not,whether tax has been paid on it or not, and notwithstanding that the income 
have been received “‘ free of tax ’’ or “ taxcompounded,’’ If there is not sufficient room to set out the income 
ll hereon, particulars may be given on a separate sheet and the totals brought to this page. 

The word “None ’’ should be written in any of the spaces (2) to (f) under the heading of which the claimant 
no income. 


No. 1.—Particulars of Income. Amount. 


‘rom Trade, Profession, Employment, or Vocation— £ 8. | da. 


Employer to be stated)— 


A eee ee 
rom Property, including the annual value of any property in the claimant’s own occupa- 


|, 

eS SS | 
‘rom any Public Office or any Employment not entered above. (Name and Address of 
| 

| 

tion belonging to himself or his wife (Precise addresses to be stated)— | 


‘rom the Occupation of Land (Situation to be stated)— 


rom Dividends, Interest, Annuities, Dominion and Foreign Securities and Possessions, 
Pensions (other than Wounds, Disablement or Disability Pensions), and any income 

not entered elsewhere on this page, viz— 
(xt) Income subjected to United Kingdom Income Tax before receipt, or received 
“tax compounded.” (Full particulars to be given. If none, write ‘‘ None”)— 


(ii) Income not subjected to United Kingdom Income Tax before receipt. (Full 
particulars to be given. If none, write ‘* None ’’)— 

N.B.—In the case of Bank Interest, Dividends or Interest on War Loan Stock, 
National War Bonds and Exchequer Bonds, Dividends or Interest on Post 

Office issues of Government Securities, Discount on Treasury Bills, or othér | 
dividends or interest arising in the United Kingdom, not subjected to tax | 
before receipt, the amounts to be entered are the amounts arising in the 
preceding year, viz., the year ended 5th April, 1922. 


« 


Vife’s Income, if not included above (giving full particulars and stating whether subjected 
to United Kingdom Income Tax before receip: or not. If included above, it should be 
so stated. If none, write ‘*‘ None”’)— 


Total .. 
No. 2.—Particulars of Oharges on Income. Annual amount | 
If there are no Charges write “ None.’’? It is not sufficient to leave| payable (gross 
this space blank. amount before | | 
‘Life Assurance Premiums should not be entered here, but in Section K | deduction of | 
on page 4.) tax). 
NE IE 


ees eS ee 
nd Rent on payable to 


2? ” 
ee fs) ” 


” ” 
est on Mortgage or Loan— 
at % on payable to 
” % ” a”? 
” % ” » 
ities, payable to 
it Royalties, payable to 


- Annual Charges (if any), viz. payable'to | 
Total Charges .. 


Total Amount of Income FROM ALL SOURCES less Charges 


declare that the above statement contains a full, just, and true account and return of the Whole of my 
1e from every source whatsoever for the year ending the 5th day of April, 19.., estimated according to the 
sions of the Income Tax Acts, and I therefore claim the relief to which I am entitled in virtue of the facts 
stated. 


Given under my hand this day of 192), Note.-—A woman must 
state after her 
Signed signature whether 


Married, Widow, 
Private Residence 463 or Spinster. 
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CLAIM FOR DEDUCTIONS IN RESPECT OF PERSONAL ALLOWANCE (TO A MARRIED MAN), “ HOU 
KEEPER,’’ CHILDREN AND DEPENDENT seas AND RELIEF IN RESPECT OF LIFE ASSURAI 
N.B.—Section L must be completed in all cases where any relief is claimed on this page. 


fe 
Section E If you III pcr saci ee and your wife is living with you, or is wholly maintained by y 
e give the following particulars. c 


Full Christian names of my wife, who is living i 


with me, or is wholly maintained by me 


wife (or husband) resides with you for the purpose of having the charge and care of any chilc 
adopted child of yours in respect of whom the deduction for children is granted, or (b)ifnost 
relative is available, some other female personis employed by you for the like purpose, give 
following particulars 


SS 
Section F If you are a WIDOWER (or WIDOW) and (a) a female relative of yourself or of your deceas 


Name of female relative resident Whether she ie meee 
ey Ligh Po oe en “widow,” or “spinster.” (If | Relationship (if any) kes Are yo 
employed by you for that purpose. | She is married, but living apart self or to your deceased wife | widowe 

ploy y ¥' *| from her husband, you should (or husband), Ifno relative is| g wido 
dai state so.) available, it should be so stated 


Surname. | Full Christian Names. 


If you are an UNMARRIED PERSON, and have living with you and maintain at your o 
expense either your mother (being a widow or living apart from her husband), or some ot 


fernale relative, for the purpose of having the charge and care of any brother or sister of your 
respect of whom the deduction for children or adopted children is granted, give the following particulars. 


Section G. 


Name of mother, or other female relative, | Whether she is ‘‘ married,” | Whether an 
living with and maintained by you for | ‘‘ widow,” or ‘‘spinster.” (If ‘ . other relativ 
the purpose mentioned above. she is married, but living apart | Relationship | pesides yourse 
from her husband, you should | t© yourself. | contributes to | 

state so.) | maintenance ? 


i} 
Surname. | Full Christian Names. 
| 


Oe 
ti H If you have any CHILDREN, step-children or adopted children living on 6th April, 1922, < 
Section H. under the age of 16 years on that date, or over that age and receiving full-time instruction at: 


= university, college, school or other educational establishment, you should give the particul 
required below in respect of such children or step-children, and should also complete the special form No. 11 
(to be obtained from the Inspector of Taxes if not already supplied) in respect of any such adopted children. 
deduction is due in respect of any child or adopted child who is entitled in his or her own right to an income wh 
after excluding any income from a scholarship, bursary, or other similar educational endowment, exceeds £40 a y 
If any child is a step child, you should state so. Adopted children should not be entered on this form. 


Name of each child or step-child living on 
6th April, 1922, and under the age of 16 i : 
years on that date, or over that age and pes sight? Ifsa, esate educational establishm« 

receiving fuli-time instruction at an 4 , in the case of children o 


oO 

F : Birth, |@nnual amount, ex- 
educational establishment, cluding scholarship the age hat hci on 
Yr income. i Z 


Has the child any | Name and address of 
Place | income in own 


Surname. Full Christian Names Dy |vonth 


ee 


| 
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Neen ease eer ne eS SS SS 
tion J (1). If you maintain at your own expense (a) any Relative of yourself or of your wife (or husband) 
° who is incapacitated by old age or infirmity from maintaining himself or herself, or (b) your or 
= your wife’s (or husband’s) widowed mother, whether incapacitated or not, give the following 
iculars. No deduction is due under (a) or (0) if the income of the dependent relative exceeds £50 a year 


Relationship 
A f h h to yourself or Annual Whether any 
eg ata cae Retson, | to your wile | Bate.of | Income /aatare of] Where | otter relative, 
y' pense. | (or husband). irth. " = 1¢ | Infirmity,, now besides 
If widowed elative|  j¢ any. | residing. yourself, con- 
| mother state |__| ,__| from all tributes to the 
name. | Full Christian Names. Se Dy |Month |Yr. | S'S maintenance ? 
| 
) 
| | 
| 


(II.) If you maintain at your own expense your Daughter who is resident with you and upon whose services 
are compelled to depend by reason of old age or infirmity, give the following particulars. 


me of such daughter main- If you depend on her services 

ned at your own expense. | Whether she is ‘“ married,” on account ot 

‘‘ widow,” or ‘spinster.’ Ifshe Deter 

is married, but living apart from | _ ‘ i . 

PulliGhristian'Names, Her husband, you should state so,)| With you ? | old age, age to Molec 
be stated here. to be stated here 

| ee 88 ee 


> [ o 


name, 


| 
| i} 
| | 
i} 


} | 
F Give here a list of any PREMIUMS FOR ASSURANCES or contracts for deferred annuities, ON 
tion K. THE LIFE OF YOURSELF OR OF YOUR WIFE in respect of which you claim an allowance 
under the provisions referred to in Note 19. (The premiums must not be deducted in arriving 
at the income entered on page 2 or page 3.) 


CaPiTaL SuM 


ite whether PAYABLE AT DEatn | ._Amount of 
Assurance Or | Name of Assurance Company or| Date of Policy | —exclusive of any Premiums to be 
uity is on life Friendly Society. or Contract. | additional benefit by | Paid in the year 
“Self” or of way of bonus or | emding 5th Apri! 
COWife.”” otherwise. 19... 

£ s 


o CAPITAL Sumis payable at Death, particulars of the Policy should bestated.] ToraL 
Hor Li T..IS DECLARATION MUST a COMPLETED IN ALL CASES WHERE ANY RELIEF IS 


LAIMED ON THIS PAGE. 

I declare that all the particulars given by me above are truly and correctly stated to the best of 
udgment and belief, and I claim the relief to which I am entitled in virtue of the facts asso stated. I declare 
no other individua. is entitled to any deduction for Income Tax in respect of any female relative in respect of 
n | have claimed a deduction in Section F or G, or if any other individual is so entitled that such individual 


elinquished his or ner claim to the deduction. . 
9) 8 /a:e%e) ole) 0) 06 ba levee onatossternisrs 1 RARE COD DICE AG COICO ICO Signature. 
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(7) £25 to a taxpayer who maintains a relative of his or of 
his wife, who by old age or infirmity is unable to maintain 
himself: in the case of a widowed mother incapacity or 
infirmity need not obtain (the maintained person’s income must 
not exceed £50.) 

(8) £25 to a taxpayer who is compelled by age or infirmity 
to depend upon the services of a daughter resident with him 
for this purpose. 

Forms.—The forms now used for the return of income are 
No. 1 for Firms, Companies, Corporations, and other bodies 
of persons; and No. 11 for Individuals. The important 
parts of these forms are reproduced in the pages which follow. 

Exemption, Allowance and Relief in respect of Earned 
Income.—The following are exempt from assessment for 
income tax— 

(1) The Crown. 

(2) Certain Buildings under Schedule A. 

(3) Registered Friendly Societies and Trade Unions. 

(4) Industrial and Co-operative Societies (but not exempt 

from Schedule A tax). 

(5) Trustees Savings Banks. 

(6) Colleges, Universities, Scientific Institutions. 

(7) Charitable Institutions (in so far as their income from 
Rents, Interest, and Dividends and profit from trading 
is applied to charitable purposes. 

If any income is received less tax, repayment of the tax can 

therefore be claimed by the above. 


Total Exemption may be claimed when the Income from 
all sources does not exceed £135 per annum (£150 if all 
earned income). 


Exemption and allowances apply only to individuals, and 
not to limited or other companies, which must pay tax on 
their profits whatever the amount. 

No Exemption, Allowance, Relief in respect of Earned 
Income, or Allowance for Life Assurance or for Children, 
is given unless the individual is resident in the United Kingdom, 
except in the case of persons who are or have been employed 
in the service of the Crown or of any missionary society 
abroad or of any of the Native States under the protectorate 
of the British Crown, or who are resident in the Isle of Man or 
Channel Islands, or who satisfy the Commissioners of Inland 
Revenue that they are resident abroad for the sake of 
health. 
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In the case of the above non-residents the allowances are 
limited. Tax is calculated on the whole income—British and 
foreign—and the taxpayer is charged with the same proportion 
of the total tax as his British income bears to his total income. 

Where a person is in receipt of both earned and invest- 
ment income, all allowances must be deducted from the 
earned portion. If this however is not large enough, the 
balance must then be deducted from the investment portion. 

Earned Income.—This comprises salaries and wages of 
employees (whether the amount is fixed or arrived at by 
means of a percentage), pensions, etc., salaries from public 
office or employment, managing director’s remuneration, 
profits from the occupation of farms, profits from trade 
or business, including partners’ salaries and interest on their 
capital in the case of acting partners, etc. Where there are 
dormant or sleeping partners in a firm, the profits of such 
partners are regarded as investment income. The precedent 
acting partner of a firm has to make a declaration as to 
whether each partner is a “sleeping ” or “‘ acting ”’ partner. 

Investment Income.—This will comprise all income obtained 
without personal service or effort, such as Rents from the 
ownership of land, houses, etc., Dividends from investments, 
Interest on money lent, Profits from business or trade in the 
case of a dormant or sleeping partner. 

When a private firm is turned into a Limited Liability 
Company, its profits, which have hitherto been regarded as 
earned income, become investment income taxable at the higher 
rate. Directors’ Fees and Remuneration, however, are 
treated as earned income, and are subject to the 10 per cent. 
reduction. 

Super-Tax.—Under the Finance Act, 1910, a super-tax 
of 6d. in the £ was imposed on the income of any individual 
if it exceeded £5,000, and the super-tax was payable on the 
amount by which the income exceeded £3,000. This tax is 
assessed and charged by the Special Commissioners. 

Every person liable to super-tax must, under penalty, give 
notice to the Special Commissioners before 30th September 
in the year of assessment. And every person, when called 
upon to make a return of his total income for super-tax 
purposes, must, under penalty, make the return whether he 
is chargeable or not. Where a person fails to make a return, 
or makes an unsatisfactory return, the Special Commissioners 
may assess the amount of super-tax to the best of their 
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ability. Like the Income Tax, the rate of Super-tax has 
been increased ; and, for the year 1922-23, incomes exceed- 
ing £2,500 are chargeable according to the following scale— 


SUPER-TAX. 

Part of Income. 1.€., part between | Rate 

| | Capa is 

Ist £2,000 of income . .| £0 and £2,000 NIL. 
Ist £500 above £2,000 ‘ £2,001 and £2,500 pened mpl Sh 
2nd £500 above £2,000 : £2,501 and £3,000 / 2580 
£1,000 above £3,000. . £3,001 and £4,000 | eae. 
£1,000 above £4,000 ; £4,001 and £5,000 [Be a) 
£1,000 above £5,000. . £5,001 and £6,000 eres ee: 
£1,000 above £6,000. .| £6,001 and £7,000 | 4 0 
£1,000 above £7,000 . £7,001 and £8,000 | 4 6 
£12,000 above £8,000 . .| £8,001 to £20,000 ee 8) 
£10,000 above £20,000 i £20,001 to £30,000 es geo: 
All above £30,000. .  . £30,001 and upwards 6 0 


For super-tax purposes the total income of an individual 
from all sources is taken to be his total statutory income for 
the previous year, estimated in the same manner as the total 
income from all sources is estimated for the purposes of 
exemption or abatement. The same rights of appeal and 
recovery of duty apply to super-tax as to the other portions 
of the income tax. 

By the Income Tax Act, 1918, Section 5 (3), in estimating 
the income of the previous year for the purpose of super-tax— 


(a) There shall be deducted in respect of any land on which income 
tax is charged upon the annual value estimated otherwise than in rela- 
tion to profits (in addition to any other deduction) any sum by which 
the assessment is reduced for the purposes of collection or on which 
duty has been repaid under the provisions of this Act relating to the 
repayment of duty in respect of the cost of maintenance, repairs, 
insurance, and management; and 

(6) thereshall be deducted in the case of a individual in the service of 
the Crown abroad, any such sum as the Treasury may allow for expenses 
which in their opinion are necessarily incidental to the discharge of 
the functions of his office and for which an allowance has not already 
been made ; 

(c) any income which is chargeable with income tax by way of 
deduction shall be deemed to be income of the year in which it is 
receivable, and any deductions allowable on account of any annual 
sums paid out of the property or profits of the individual shall be 
allowed as deductions in respect of the year in which they are payable, 
notwithstanding that the income or the annual sums, as the case may 
be, accrued in whole or in part before that year. 
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Private Limited Companies and Super-Tax.—In accordance 
with the provisions of the Finance Act, 1922, if the Commis- 
sioners consider that any private limited company registered 
after 5th April, 1914, has not, within a reasonable time after 
the end of any period ending after 5th April 1922, distributed a 
reasonable portion of its profits, they may treat the undis- 
tributed profits as having been received by the individual 
members of the company. The directors of a company may 
make a statutory declaration, certified by the auditor—if a 
member of an incorporated society of accountants, stating the 
amount they propose to distribute and that the balance is a 
reasonable amount to retain, having regard to the require- 
ments of the company. Unless they see reason to the contrary, 
the Commissioners will then take no further action in the 
matter. 

The above provisions operate as from 1923-24. 


Variations in Method of Assessment under Schedule A.— 
Coal, Iron, Lead, and Copper Mines are assessed on the 
annual value, which is the average profit for.the preceding 
five years. Railways, Quarries, Gas’ and Water Works, 
Alum, Salt, and Iron Works, Bridges, Markets, Tolls, Fishings, 
Docks, and Canals are also assessed on the annual value, 
which, however, is the profit of the previous year. 


Adjustment of Accounts for Income Tax Assessment.—There 
are two ways of arriving at the amount of profit for income 
tax purposes— 


(1) By taking the net profit as per the Profit and Loss 
Account, adding back all those deductions not allowed, 
and deducting such items as have been already taxed or 
which are not taxable. 


(2) By taking the gross profit as per the Trading Account 
and constructing a fresh Profit and Loss Account, adding only 
such other profits as are taxable, and deducting only those 
losses which are allowed. 


Example 1.—From the following Profit and Loss Account 
of A. Smith, Fancy Goods Merchant, for the year ending 
31st December, 1921, and the particulars given below, make 
up his Return for assessment for the year 1922-23. 
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PROFIT AND LOSS ACCOUNT. 


Dr. For the year ending 31st Dec., 1921. Cr. 
To Salaries oe a 385 By Gross Profit as per || 
», Bad Debts .. are 69 Trading A/c .»|| 2,124 
», Bad Debts Re- », Discounts Received .. 73 
serve ae LEZ », Dividends, less Tax .. 23 
Less Old Re- », Reserve for Discount 
serve a on Creditors > 30 
— 100 »» Profit on Sale of In- 
», Discounts allowed .. 95 vestments .. a 60 
», Reserve for Discount 
on Debtors.. ate 60 
», Ground Rent.. Gh 20 | 
», Bank Interest and | 
Charges a ae 25 
», Subscriptions and Do- 
nations to Charities 10 
», Loss by Embezzlement 50 
», Income Tax Sch. A, 
at 6s. Se a 32 
» Income Tax, Sch. D.. 27 i 
», Interest on Loan .. 25 
,, Trade Expenses ne 136 
», Propri-tor’s Salary .. 250 
», Interest on Capital .. 100 
», Repairs (average £25) 30 | 
», Depreciation— 
Goodwill .. ae 30 
Lease ne oe 7° 
Plant and Machinery 48 
», Fire Insurance we 20 
,, Office Expenses ie 45 
», Balance (Net Profit).. 690 
2,315 2,315 


The assessable profits for 1919 and 1920 were £703 and £842 
respectively. The surveyor makes an allowance of £20 for wear and 
tear of plant and machinery. 


First Way— 
Dr. PROFIT AND LOSS ADJUSTMENT ACCOUNT. Cr. 
To Deduction of Items— By Net Profit as per | 
(a) Already taxed Profit and Loss A/c} 690 
Annual Value of », Deductions not al- 
Premises (30 x 240) 1004 lowed added back— 
Sa Bad Debts Reserve t00 
72 Reserve for Discount 
Dividends xf 28 on Debtors ae 60 
(b) Not taxable: Ground Rent s 20 
Reserve for Dis- Subscriptions and 
count on Credi- Donations oF 10 
tors ae = 30 Income Tax nia 5 
Profit on Sale of Interest on Loan .. 25 
Investments .. 60 Proprietor’s Salary 250 
To Balance (assessable Interest on Capital 100 
profit) a ..|{| 1247 Repairs (excess over 
average) .. aA 5 
Depreciation sa 248 
1,465 | 1,465 
—— === 
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Second Way— 
Dr. PROFIT AND LOSS ADJUSTMENT ACCOUNT. Cr. 

To Salaries wa a8 385 By Gross Profit as per 

», Bad Debts... 55 69 Trading Nobount os 2,124 

» Discounts allowed .. 95 », Discounts received .. 73 
», Bank Interest and 

Charges se 25 

», Loss by Embezzlement! 50 

», Trade Expenses arel ex 30 

», Repairs 5 60 25 

», Fire Insurance OG 20 


», Office Expenses ae 45 
», Annual Value of Pre- 


y pcre, ame ao 

2,197 2,197 Dentiye Ss 

Assessable Profit, 1919 ne re oie sn AAD: 

6 a RO ee ss a5 .. £842 

ie op EA as oe ee «. £1247 

3)2792 

Average .. , ae Sho ROBY 

Less Allowance for Wear and Tear . ae ee se 20 

£911 


Example 2.—The Trading results of the XYZ Co., Ltd., 
as shown by their books, are :—1919, Profit £5,300 ; 1920, 
Loss £520; 1921, Profit £6,455. Before arriving at these 
figures the following items have been charged or credited in 
the accounts— 


1919. | 1920, | 1921. 


Transfer to Reserve.. 50 5 aoe e200 a een ees U0 
Bankers’ Interest .. 6 ot s 25 65 15 
Royalties, less Tax .. are 40 40 40 
Depreciation of Plant and “Machinery ae 250 225 200 
Written off Goodwill Re a0 at 200 nil 300 
Rent of Trade Premises .. ac 5 375 375 375 
Income Tax, Sch. D. of ae 250 200 150 
Dividends Received, less Tax Ai et 125 125 125 
Directors’ Fees ae oh od Li 300 300 300 
Transfer Fees Received .. 30 ite 50 50 50 
Debenture Interest .. #6 500 500 500 
Sinking Fund for Repaying Debentures .. 200 200 200 
Pension to late Secretary .. aS 150 150 150 _ 
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Make up the Company’s Return for Assessment for 1922-23. 
INCOME TAX RETURN 
For the year 1922-23. 


Profits as per Profit and Loss Account. . 
Loss as per Profit and Loss Account .. 


Add deductions not allowed— 
Transfer to Reserve 
Royalties less Tax 
Depreciation of Plant 
Written off Goodwill .. 
Income Tax, Sch. D 
Debenture Interest 5 
Sinking Fund for Repaying Debentures 
Pension to late Secretary 


Deduct Loss in /1920 .. 


oe 


Deduct Dividends (already taxed) 


Adjusted Profits 


Assessable Profit for 1922-23= £15,855 + 3 = £5,285, 


to claim for wear and tear. 


| 
1919. | 1920. 1921. 
| 
5 £ £ 
5,300 6,455 
520 
250 — 300 
40 40 40 
250 225 200 
200 — 300 
250 150 
500 500 
200 200 
150 150 
7,140 8,295 
7,140 8,295 
125 125 
7,015 8,170 
subject 


Example 3.—The following is a Limited Company’s Profit 
and Loss Account for the year ending 31st December, 1922— 


Dr. PROFIT AND LOSS ACCOUNT. Cr: 

To Salaries Ae ae 665 By Gross Profit .. 6,977 
», Depreciation .. ee 232 », Discounts : F 83 
yn eenty ee a re 360 », Bad Debts Reserve— 
9) DadDebts... AG 75 Old A/c £110 
., Discounts .. | 120 Less New Alc 100 
», Income Tax, Sch, INS 36 — Io 
» sro OMe 260 », Iransfer Fees.. 35 
r Debenture Interest, || », Interest on Calls in 

less Tax... oe 339 arrear 12 
», Directors’ Fees el] 250 
», Managing Director’s || 

Remuneration 10 % |! 

of Profits £4,780 .. 478 
», Interim Dividend, 

lessiax 2) ..|| 1,250 
», Balance ae «+ || 3,052 | 

7/117 | 7117 


aes es 


The premises which the Company occupies are assessed under 
Schedule A at £480 net. The assessable profit for 1920 
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and 1921 were £4,548 and {4,813 respectively. The sur- 
veyor allows £80 for wear and tear. Show the Company’s 
Assessment for 1923-24. 


Dr. PROFIT AND LOSS ADJUSTMENT ACCOUNT. Cr. 
To Bad Debts Reserve .. I : By Bal f Profi 
», Annual Value of Pre- ; Tbebescalion .. : ate 
mises oe ae 480 »» Rent F 360 
», Balauce (Assessable », Income Tax .. ae 296 
Profit for year) ../| 5,039 », Debenture Interest s 339 
», Interim Dividend 1,250 
5,529 5,529 | 
: d pera esed oe 
Assessable Profit, 1£20 ts .. £4,548 
”» pp) lal ais .. £4,813 
e: pe 192 ee, 8,059 
Average = 3)14,400 = £4,800 
Average Profit = £4,800 
Less Claim for Wear and Tear of 
Machinery and Plant = 80 
Assessment, 1923-24 = £4,720 


The Company pays Schedule A tax on £480 at 6s., namely, 
£144 (Jan. and July, 1922). It can only deduct, from the 
landlord, tax on the rent £360, that is, £108. It has a 
beneficial interest in the assessment, and must therefore bear 
a proportion (£36) of the Schedule A tax. 

Example 4.—The assessable profits of B. Black for income 
tax purposes during the last five years were as follows— 


Year ended 3lst Dec., 1918 Ate .. £6,500 
ye 50 e re 1919 she ee 200 

6 ns ns rm 1920 ae So KO REPAD 

Bp ; 1921 oe .. £4,886 

6 a a ; 1922 ei ya o,050 


He occupies his own business premises, assessed under 
Schedule A at £200 net. He owns House Property, the rents 
of which are assessed at £420 net. He receives each year {250 
for Director’s Fees. His wife has a private income of £450 
(net) from Investments. He and his wife are insured with a 
British and also with a New York Life Assurance Co. (London 
Branch), the annual premiums being £180 and £70 respectively. 
Make up his statement for income tax and super-tax for the 
assessment year 1922-23, 
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B. Black makes up his return for 1922-23 in April, 1922, 
and has to base it on the average of the three preceding 
years ending either on the 5th April, 1922, or prior to 5th 
April, 1922. He will therefore take the average of 1919, 
1920, and 1921, as follows— 


Assessable Profit, 1919 we £0,200 
a0 ‘s 1920 .- £5,320 
” aD 1921 .. £4,886 
Average = 3)17,406 = {£5,802 
RETURN OF TOTAL INCOME FROM ALL SOURCES 
For the year ending 5th April, 1923. £ 
Average of Business Profits (1919, 1920, 1921) . : -  ~5,802 
Net Annual.Value of Business Premises . é . 2 200 
ry e House Property - 5 : 5 420 
Director’s Fees < : 3 fi : 4 ‘ 250 
Wife’s Income from Investments (£450 net) ‘ ‘ - 600 
F272 
Less Income already Taxed (200 + 420 + 600) : : 1,220 
£6,052 


The taxpayer will claim the following deductions— 
10% Earned Income Relief (limited to £200) . : : 200 
Marriage allowance . . 4 : ‘ : 225 


The net taxable income of £5,627 will be subject to tax as to 
£225 at 2s. 6d. in the £, and £5,402 at 5s. in the £, and against 
the total tax payable 5s. in the £ will be allowed in respect 
of the Insurance Premiums of £250 (assuming these were 
taken out before 22nd June, 1916). 

The assessable income for super-tax purposes is the statutory 
income for the year previous to the year of assessment. The 
statutory income for the year 6th April, 1921-5th April, 1922, 
was based on the average of the three years ending 30th 
31st December, 1920. 

Assessable profits for 1918, 19, and 20 = £6,500 + £7,200 + £5,320 
= £19,020. Average profit = £19,020 + 3= £6,340. (See next 
page.) 

Fictitious Amount Charged for Rent.—Where a firm or 
company, in respect of its own premises, charges against 
the profits an assumed amount for rent, ¢.g., a percentage on 
the cost or estimated value, such amount must be added 


back to the profits, and only the net assessment under Schedule 
A deducted. 
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Interest on Loans, and Debenture Interest.—If a trader 
has deducted tax at 5s. on any Interest on Loans, and is 
assessable on his business profits, as earned income, at say 
2s. 6d. in the {, he will have to account to the Income Tax 


RETURN OF TOTAL INCOME FOR SUPER-TAX PURPOSES 
For the year ending 5th April, 1923. 


Schedule A— 

Annual Value of Business Premises “ ‘ ? 3 . 5 200 
Rents of House Property . * ° c c A 2 420 

Schedule C— 
Wife’s Income from Investments . . c “ é ‘ 600 

Schedule D— 
Average of Business Profits . 3G 5 5 . és , ° 6,340 

Schedule E— 
Director’s Fees . : 6 5 5 5 6 : e 250 
7,810 
Less Statutory Allowance . 5 A ° J i é 5 2,000 
Assessment for Super-Tax, 1922-23 . 5 é : 0 - £/| 5,810 


t i 


Authorities for the difference in the tax on the Interest, 
t.e., he would not be allowed to make a gain out of the 
Revenue. Again, if in any year he makes a statutory loss, he 
would still be assessed on any Interest on Loans he had paid 
less tax. Likewise a Limited Company would have to remit 
tax deducted on any Debenture Interest, even though for 
the year of assessment it makes a statutory loss. 

Employer’s Contributions under the National Insurance 
Act, 1911.—It was stated in the House of Commons that 
these would be allowed as a business expense. 

Wear and Tear, Obsolescence, Replacements.—As previously 
mentioned, an allowance can be claimed for wear and tear 
of Plant and Machinery. This allowance does not apply to 
Buildings, Furniture, nor to Horses and Carts, Tools, Imple- 
ments and Utensils, though in the latter cases the cost of 
replacement (not exceeding the average of three years) would 
be allowed as a deduction in the accounts before ascertaining 
the statutory profits. The allowance is calculated on the 
value of the Plant and Machinery at the commencement of 
the year, no allowance being made on additions during the 
year. Where, owing to obsolescence, Machinery has to be 
replaced by new, the difference between the book value of 
the old machinery and the amount obtained for it as “scrap ”’ 
when sold, may be claimed as a deduction before arriving at 
the assessable profits. The amount allowed as a claim for 
wear and tear will depend on the nature of the Machinery, 
whether it is fast or slow running, and whether it is running 
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day and night or day only. Where renewals are charged 
to capital, and repairs to revenue, the claim for wear and tear 
will be allowed ; but if renewals as well as repairs are charged 
to revenue, no allowance will be made for wear and tcar. 
In some cases the trader may derive more benefit by foregoing 
the claim for wear and tear in return for being allowed to 
charge against the profits all repairs, renewals and replace- 
ments of Plant and Machinery, more particularly where the 
replacements are heavy and of frequent occurrence. If depre- 
ciation has been written off at a different rate from that 
allowed, 7.¢., at a higher or lower rate, wear and tear may be 
calculated on the capital value of the Plant and Machinery as it 
would have appeared had only the agreed rate been written off. 

If any considerable number of persons engaged in any 
class of trade or business are dissatisfied with the amount 
of the allowance for wear and tear, application on their 
behalf may be made to the Board of Referees, who will 
determine the matter. 

In the case of a trader owning Mills, Factories, or similar 
premises, it is now permissible to deduct the full annual 
value of such premises instead as heretofore the Schedule A 
Assessment (t.é., five-sixths of the full annual value). 

Example.—Suppose the following to represent the Plant 
and Machinery Account in the books of a trader, depreciation 
being written off at the rate of 10 per cent. per annum on the 
diminishing value. 


Dr. PLANT AND MACHINERY. Cr. 
= eas 
Year Year 
t | To Cash (i -|} 5,250 I By Depreciation, see 555 
», Additions during | », Balance c/d «|| 4,995 
Year A 300 
5,550 5,550 
2 To Balance b/d «ll 4,995 2 By Depreciation, 10 % 512 
», Additions .. ae 125 », Balance c/d «+|] 4,608 
5,120 5,120 Ls 
2 | To Balance b/d +l] 4,608 3 By Depreciation, 10 % 482 
», Additions .. jie 212 », Balance c/d 4,338 
4,820) 4,820 i 
ences es a pes| slg 
4 | To Balance b/d 21 045330 


Assuming 5 per cent. to be the rate allowed by the com- 
missioners for wear and tear, a fresh statement would have 
to be prepared in order to arrive at the value of the Plant 
and Machinery for income tax purposes, thus— 
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Dy. PLANT AND MACHINERY. Cr. 
Year Year SiMe ay 
I To Cash 2 34 -e|| 5,250 I By Claim for Wear and 
,, Additions .. aie 300 Tear, 5 %, £5, ae 262/10 
5 Balance c/d A| eZ 10 
5,550 5,550 
2 To Balance b/d .- || 5,287]10 2 By Claim for Wear and ms 
», Additions .. bc 125 Tear 5 Yor £5,287 
10s, - 264| 7| 6 
», Balance c/a «|| 5,748] 2] 6 
5,412|10 412/10 
3 | To Balance b/d --|| 5,148] 2] 6 3 By Claim for Wear and 
,, Additions .. salle ee 5% £5,148 
Ss. 6d. ; 257| 8 2 
= Bae ofa well S,fORiT4) 4 
5,360] 2) 6 | 5,360] 2 6 
4 | To Balance b/d || 5,102/14] 4 


Previously, the allowance made for wear and tear could 
only be taken advantage of to the extent of the profits avail- 
able from which to deduct it. This is now changed, and 
the Act provides as follows— 


No deduction for wear and tear or repayment on account of any 
such deduction shall be allowed in any year, if the deduction when 
added to the deductions allowed on that account in any previous 
years to the person by whom the concern is carried on, will make the 
aggregate amount of the deductions exceed the actual cost to that 
person of the machinery or plant, including in that actual cost any 
expenditure in the nature of capital expenditure on the machinery 
or plant by way of renewal, improvement, or reinstatement. 

Where as respects any trade, manufacture, adventure or concern, 
full effect cannot be given to the deduction for wear and tear in any 

‘year owing to there being no profits or gains chargeable with income 
tax in that year, or owing to the profits or gains so chargeable being 
less than the deduction, the deduction or part of the deduction to whi ch 
effect has not been given, as the case may be, shall, for the purpose of 
making the assessment for the following year, be added to the amount 
of the deduction for wear and tear for that year and deemed to be part 

of that deduction, or if there is no such deduction for that year, be 
deemed to be the deduction for that year, and so on for succeeding years. 


Example.—Suppose the following to be the Profit and Loss 
figures as agreed with the surveyor— 


1919. 1920: 1921], 
Proves sere 6l2,000 — £10,150 
Loss £7,050 
£12,500 + £10, 150 = £22, 650. £22,650 - £7,050 = £15,600. 
Average = £15,600 + 3 =o 200) 


Deduct Claim for Wear and Tear, say, 5 %, £120, 000 = £6,000 
Balance to be carried forward as a deduction from —- 
future assessable profits .. 
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Partners and Income Tax.—Prior to 1907 partners could 
claim to be separately assessed, in order to obtain any relief, 
abatement or exemption to which they might individually 
be entitled. When Form No. 11 was received by the firm, 
the partners would simply write, in the space provided, 
‘‘ wish to be separately assessed,’ add their names and addresses, 
and return the form: A copy of the form would then be 
sent to each of the partners at their private address. Now, 
however, the assessment is made direct on the firm, and any 
allowances to which the partners may be entitled in respect 
of relief, abatement or exemption will be made off the firm’s 
assessment. The partners’ right to claim separate treatment 
is given them by Section 20 of the Finance Act, 1918, which 
reads as follows— 


Where an individual carrying on or exercising any profession, trade 
or vocation in partnership with any other person makes any claim for 
exemption, relief, or abatement under the Income Tax Acts, the income 
of the individual from the partnership for the year to which the claim 
relates may be treated separately for the purpose of any such exemption, 
relief, or abatement, and if so treated shall be deemed to be the share 
to which he is entitled during the said year in the partnership profits, 
such profits being estimated according to the several rules and directions 
of those Acts. 


It is not the amount of the firm’s net profits that deter- 
mines whether this discrimination shall be made: it is the 
total amount of the net income of each individual partner, 
including his share of the partnership profits, that determines | 
whether that privilege shall apply or not. 


Example 1.—Marshman, Jones, and Bayes are in partner- 
ship, sharing profits and losses equally. Their capitals are 
£10,000, £9,000 and £7,000 respectively. Marshman receives 
a salary of £600, Jones £500, and Bayes £400 per annum. By 
the partnership deed, the partners are entitled to interest on 
their capital at the rate of 5 per cent. per annum. The firm’s 
assessable profits for the last three years, as agreed with the 
surveyor, were £10,150, £9,550, and £9,850. Prepare a state- 
ment showing how the income tax payable by the firm should 
be correctly allocated between the partners, who have no 
other income. What difference would it make if the amount 
of the tax, when paid, was merely debited to the Taxes 
Account and no further notice taken of it ? 

Average = (£10,150 + £9,550 + £9,850) + 3 = £29,550 +3. 
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Dr. ADJUSTMENT ACCOUNT FOR INCOME TAX PURPOSES, Cr. 


Year. I 2 3 Year. I 2 3 


——— if 


To Partners’ Salaries a6 3 By A ble Profi : 3 
i 00} 1,500} 1,500 ssessable Profits 8 
», Interest on Part- ‘ i 4 , Rea Wee oe 


ners’ Capital .. | 1,300] 1,300 | 1,300 
» Balance .. ++ | 7,350| 6,750 | 7,050 
10,150] 9,550 | 9,850 10,150 | 9,550 | 9,850 


£7,350 + £6,750 + £7,050 = £21,150, Average = £21,150 
+ 3 = £7,050. Each partner’s share = } of £7,050 = £2,350. 


STATEMENT ALLOCATING ASSESSABLE PROFIT BETWEEN 


; PARTNERS. 
Marsh- 
Total. man. Jones. | Bayes. 
Share of Assessable Profit divi-| £ pe Wins 
sible as Profits and Losses 7,050 2,350 Zoo) 2,350 
Interest on Capital .. Eve 1,300 500 450 350 
Partners’ Salaries St a 1,500 600 500 400 
9,850 3,450 | 3,300 |° 3,100 


from which each partner would claim the allowances to which 
he is entitled. 


When the tax is paid, each partner’s share should be 
charged direct from the Cash Book to his Drawing Account. 

The result of charging the amount to the Taxes Account 
would be that the amount would be ultimately transferred 
to Profit and Loss and be divisible among the partners like 
other losses, 7.¢., equally. Thus each partner would bear 
4 of the tax. In consequence of this Marshman and Jones 
would be undertaxed, and Bayes would be overtaxed. 

Example 2.—Shepherd, Lambert, and Bayes are in partner- 
ship sharing profits and losses three-sixths, two-sixths, and 
one-sixth respectively. Their capitals are as follows: 
Shepherd, £8,000; Lambert, £7,000; Bayes, £5,000. The 
partners receive a salary of £500, £400, and £300 respectively, 
and they are entitled to interest on their capitals at the rate 
of 5 per cent. per annum. Shepherd has a private income of 
£225 (gross) from investments. Lambert pays an annua! 
life assurance premium of £25. Bayes pays a life assurance 
premium of £20 per annum, and has two children under 
sixteen years of age; his wife has a private income from 
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property of £120 per annum gross. The assessable profits of the 
business for the last three years, as agreed with the surveyor, are 
£5,540, £3,630, and £4,180. Make up the firm’s assessment, 
and show the allocation of the tax between the partners. 

£5,540 + £3,630 + £4,180 = £13,350. 

Average = £13,350 + 3 = £4,450. 

Firm’s assessment is therefore £4,450 less the allowances 
to be made to the partners individually. 


pr. ADJUSTMENT ACCOUNT FOR INCOME TAX PURPOSES. Cr. 


Year. T Year. I 2 3 


is 
To Partners’ Salaries 1,200 By Assessable Profits | 5,540 | 3,630 Fel 
», Interest on Part- 
ners’ Capital .. | 1,000 
», Balance (Portion of 
Assessable Profit 
divisible in the 
same ratio as 
profits and losses) | 3,340 


5,540 | 3,630 }-4,180 


Average = (£3,340 + 4l, 430 + £1,980) + 3 = £2,250. 


5,540 


es 


Shepherd’s share = 2 of £2,250 = {1, 125. 
Lambert's. y,. = #4 ¥ = £750. 
Bayes’ a ae Be ==. £375. 
STATEMENT ALLOCATING ASSESSABLE PROFIT BETWEEN 
PARTNERS. 
Shep- Lam- 
Total. herd bene Bayes. 
Share of Assessable Profit divi- Hs 4 if £ 
sible in the same ratio as | 
profits and losses .. 2,250 1,125 750 375 
Interest on Partners’ Capital — 1,000 400 350 250 
Partners’ Salaries a Ne 1,200 500 400 300 
4,450 2,025 1,500 925 
The total income of the partners is as follows— 
Shepherd : Share of business assessment wre ore os £25025 
Investments ae XC or is as 225 
Eig 
Lambert: Share of business assessment ae fe At 1,500 
Bayes : Share of business assessment ae 3x3 ae 925 
Wife’s Income from Investments nie 5¢ 120 
£1,045 
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The firm’s assessment will be .. ne ox oid 
Less Allowances— eae 
Earned Income Relief: 
Shepherd .. See 2OOnOmEO 
Lambert ic eee SO! OO 
Bayes.. ee os 92100 
210 0 
Personal Allowances : -_ 
Shepherd .. ae £22501 0 
Lambert Rs seeneezseromo 
f Bayes 50 we 1225) 01-0 
675 0 0 
Child’s Allowances : 
Bayes.. ae wen £03) 0870 
£63 0 0 
1,180 10 oO 
£3,269 10 oO 
Tax will be payable as follows— 
Eescend. Hak tems ff Se Xl 
Shepherd . ' : 2,025 0 0= £225 @ 2/6 A 28) 210 
less Allowances : 
£200 + £225. 425 0 O= 1,600 0 o)£1,375@5/- . 343 15 0 
Lambers 4 . T5OOm 10) 0 £225 @ 2/6 . 28 2 6 
less allowances : 
£150-+ £225. 375 0 O= 1,125 0 0) £900 @ 5/— e225, ONO 


Bayes 3 925 0 0 £225 @ 2/6 ‘ 202.10 


less Allowances - 
£92 10s. + £225+63 38010 o= 544 10 0) £31910 @5/—-.* 79 17 6 


£3,269 10 0 £733. 9 0 


Lambert and Bayes will claim tax at 3s. 9d. in the £ on their 
Insurance Premiums of £25 and £20, and this will be set 
against the total tax to be paid by the firm. 

In each case the private income has been taxed at the source. 


Business Loss in Year of Assessment.—Section 34 of the 
Act of 1918 enacts as follows— 

1. Where any person shall sustain a Loss in any Trade, Manufacture, 
Adventure, or Concern, or Profession, Employment or Vocation carried 
on by him either solely or in partnership, or in the Occupation of Lands 
for the purpose of Husbandry only, it shall be lawful for him, upon 
giving notice in writing to the Surveyor of Taxes for the district, within 
six months after the year of assessment, to apply to the Commissioners 
for the general purposes of the Acts relating to Income Tax for an 
adjustment of his liability by reference to the loss and to the aggregate 
amount of his income for that year estimated according to the several 
rules and directions of the said Acts. 

2. The said Commissioners shall, on proof to their satisfaction of the 
amount of the loss, and of the payment of Income Tax upon the aggre- 
gate amount of income, give a Certificate authorising repayment of so 
much of the sum paid for Income Tax as would represent the tax upon 
income equal to the amount of loss, and such Certificate may extend 
to give exemption or relief by way of abatement in accordance with 
the provisions of the said Acts. Upon the receipt of the Certificate, 
the Commissioners of Inland Revenue shall cause repayment to be 
made in conformity therewith. 
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3. If any person shall be guilty of any fraud or contrivance in making 
any application under this section, or in obtaining any such adjustment 
or Certificate as aforesaid, he shall forfeit the sum of Fifty Pounds, 
to be recoverable as a penalty imposed by virtue of the Taxes 
Management Act, 1880. 

4. Where repayment has been made to a person in any year under 
the provisions of this section, he shall not be entitled to claim, or be 
allowed, a deduction on the assessment for a subsequent year by 
reference to the amount of loss in respect whereof such repayment 
has been obtained. 


Statement of Aggregate Amount of Income to be furnished 
in order to obtain the relief provided for by Section 34 of the 
Income Tax Act, 1918. 


Particulars of Income, from every source, whether Taxed or not, 
for the year from 5th April, 19.., to 5th of April, 19... 


e= okiom 

e = © 0 
3 Sok. 

eg | onose 

ee 

DESCRIPTION OF INCOME. “§ | sS0gs 
ore bk OW 

By Tago es 

q ges 

< mod 
os, sa Ke s. |. 


Total amount of Income from all sources and of 
Income Tax paid thereon St es 


Particulars of any charges on Income, 
such as Ground Rent, Annual Interest, etc. 
If there be no such charges, state ‘* None.”’ 


Annual 
Amount. 


Total Charges and Income Tax thereon. . 


Total amount of Income from all sources less 
Charges, and of Income Tax paid thereon 


DECLARATION. 


I DECLARE that the above Statement contains a full, just, 
and true account of my Income from every source for the year 
ended 5th April, 19.. 


Signature 
Address 


Date 19 


*,* Vouchers must be produced in proof of payment of the 
Income Tax on the several sources of Income. 
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When making a claim under this section, the trader must 
forward (a) a copy of his Trading and Profit and Loss Account 
for the particular year, (b) an official form, as per facsimile 
shown, giving full particulars of his income, and showing that 
he has paid tax on each item. This section does not apply 
to “ diminishing profits,” but only to an actual “ statutory 
loss.” Its advantage is largely counterbalanced by the 
fact that such loss cannot be brought into average for succeed- 
ing years. Thus, supposing the three years’ figures for 
income tax purposes were, (1) Profit £955, (2) Loss £550, 
(3) Profit £1,265, the assessments would be as follows :— 


(a) If Claim is made and is (6) If no Claim is made. 
allowed £ 
Z£ (1) 955 
(1) 955 (3) 1265 
(2) nil — 
(3) 1265 2220 
—- less Loss (2) 550 
3)2220 ——- 
3)1670 
Average = £740 Average =-° {556-13 4 


Repayment of tax can only be claimed to the extent of the 
income upon which it has been paid. Thus, if tax has been 
paid on £650, and the statutory loss is £720, tax can be 
recovered only on £650 ; the balance of £70 will be taken into 
account when ascertaining the average for future years. 

Setting off the Losses of one Business against the Profits 
of Another.—The Income Tax Act provides that a person 
carrying on, either solely or in partnership, two or more 
distinct trades, manufactures, adventures or concerns in the 
nature of trade, the profits of which are chargeable under the 
rules of Schedule D, may deduct or set against the profits 
acquired in one or more of the said concerns the excess of the 
loss sustained in any other of the said concerns over and above 
the profits thereof. This is a substantial concession, as may 
be seen from the following illustration. 

Example.—A. Brown is in partnership as a coal merchant, 
and his share of the statutory profits, as agreed with the 
surveyor is £1,065. He also carries on business as a Colliery 
Agent, and makes a loss the statutory amount of which is 
agreed with the surveyor at £790. He has, in addition, an 
income (gross) from Investments amounting to £185. Prepare 
his claim for relief under the above section. 
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RETURN OF TOTAL INCOME FROM ALL SOURCES. 


Business Profit as Coal Merchant .-|| 1,065 
Less Business Loss as Colliery Agent .. 790\—|\— fo 
Private Income from Investments on 185 
Total Statutory Income .. ae 460 
460 
Less Income already taxed bcd ate 185 
Assessment .. is ae ie £275 


If A. Brown had not been able to set off the loss of one 
business against the profit of the other, he would not have 
been entitled to any relief, and would consequently have 
been assessed on £1,065. 

Claim in respect of a New Business.—The Income Tax Act, 
1918, provides as follows— 


Where a person charged or chargeable with income-tax in respect 
of any profession, trade, or vocation which has been set up or com- 
menced within the period of three years upon the average of which the 
profits or gains are to be taken under the Income Tax Acts, or within 
the year of assessment, proves at the end of the year of assessment to 
the satisfaction of the Commissioners by whom the assessment has 
been or can be made that the actual profits or gains arising from the 
profession, trade, or vocation in the year of assessment fall short of the 
profits or gains as computed in accordance with those Acts, he shall be 
entitled to be charged on the actual amount of the profits or gains so 
arising instead of on the amount of the profits or gains so computed, 
and, if he has paid the full amount of the tax on the profits or gains 
so computed, be entitled to repayment of the amount overpaid. 


Example.—Profits as estimated and taxed. Ist year, £750; 
2nd year, £625; actual profits, (625 and £523 respectively. 
Show claim for repayment under above section— 


(1) Profits as taxed .. LOU 
Actual profits .. 3) L620 

— £125 
(2) Profits as taxed .. we 620 
Actual profits .. me te) 

— 102 


Claim for Repayment of Tax on £227 


484 


INC] DICTIONARY OF BOOK-KEEPING [INC 


Claim in respect: of Discontinuance of Business.— 


Where a profession, trade, or vocation is discontinued in any year, 
any person charged or chargeable with income tax in respect of that 
profession, trade, or vocation shall be entitled to be charged on the 
actual amount of the profits or gains arising from the profession, trade, 
or vocation in that year and shall also, if he proves, to the satisfaction 
of the Commissioners by whom the assessment has been made or could 
have been made, that the total amount of the income tax paid during 
the three previous years, in respect of that profession, trade, or vocation, 
exceeds the total amount which would have been paid if he had been 
assessed in each of those years on the actual amount of the profits or 
gains arising in respect of the profession, trade, or vocation, be entitled 
to repayment of the excess. 


Example.—Average profits as taxed, (x) £950, (y) £750, 
(z) £600 ; actual profits, (~) £520, (y) £405, (z) £320. Show 
claim for repayment under above section. 


(¥) Average profits as taxed.. £950 


Actual profits .. os 020 
ae £430 
(vy) Average profits as taxed 750 
Actual profits .. -. 405 
— > 345. * 
(z) Average profits as taxed 600 
Actual profits .. oe vA) 
od 280 
Claim for Repayment of Tax on £1055 


=—a 


Share or Paper Profits——Where a Limited Company makes 
a “paper ’’ profit which is converted into fully paid shares, 
the following is the method of assessment— 

(a) If the shares are distributed, they must be valued at 
the market price or at a price to be agreed with the commis- 
sioners, and tax will be payable on the amount of this value 
over and above the cost to the parties receiving them. 

(0) If the shares are not distributed but held by the Company, 
the assessment may remain in abeyance for three years, the 
Company to account for any sold during this time, and to 
have the balance valued at the end of the period. Tax will 
be payable on the excess of this value over the original cost. 

Change or Succession.—By the Income Tax Act of 1918, 
if there is any change in a partnership owing to death, dissolu- 
tion, or admission of new partner, or if any person succeeds 
to any trade, manufacture, adventure or concern, or profession, 
within the period of assessment, the profits and gains are to 
be computed and ascertained in the same manner as before, 
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t.é., such change or succession will not affect the assessment, 
unless it can be proved, to the satisfaction of the commis- 
sioners, that the profits and gains of the business have fallen 
short or will fall short since such succession or change or by 
reason of it. Likewise, when a private firm is turned into a 
limited company, the profits of the latter will be computed 
and ascertained on the same basis as if the firm had not 
ceased to exist. 

Change in Rate of Tax.—Where there has been an alteration 
in the rate of tax during the period in which the income has 
accrued, the following rules apply— 

(1) On Dividends and Interest from the Public Funds, 
from Foreign or Colonial Government Loans and Securities 
or from Foreign and Colonial Companies, received in this 
country through an agent or bank, on Pensions and Salaries 
of officials, on Interest and Annuities paid by Municipal 
Corporations or Local Authorities to Creditors on Rates, tax 
must be deducted at the rate current at the time when such 
payment is actually made. 

(2) On Annual Interest, Mortgage or Debenture Interest, 
Annual Value of Property, Ground Rent, etc., on Interest 
and Annuities payable out of profits or gains chargeable with 
income tax, on Dividends from Public Companies carrying 
on business in the United Kingdom, tax must be deducted 
at the rates ruling during the period in which such income has 
been accruing, 7.¢., an apportionment must be made, and tax 
deducted from one portion at one rate, and, from the remaining 
portion, at the other rate. 

Certificate of Deduction of Tax.—On page 487 is a facsimile 
of the form supplied by the Income Tax Authorities. ° 

INCORPORATED COMPANY.—(See Company.) 

INCREASE OF CAPITAL.—(See Company.) 

INDIRECT CHARGES. 

INDIRECT EXPENSES. (See Cost AccounTs.) 

INDORSEE, INDORSER, INDORSEMENT.—(See BILL 
OF EXCHANGE and CHEQUE.) 

INLAND BILL.—(See BiLt oF EXCHANGE.) 

INSCRIBED STOCK.—This is Stock for which no actual 
certificates are issued to the holders. Their names, however, 
and the amount of Stock they hold are inscribed in a special 
register kept at the office or bank where the stock was issued. 
Such Stock can only be transferred by the holder, or his 
representative appointed by power of attorney, signing the 
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register that he has assigned his right to some other person. 
Consols are an inscribed stock at the Bank of England. 


No. 185. INCOME TAX. 
_ISHEREBYACER TEV haccolgpavlle toma = = te es eee 
Co erat ABP SS es OE EEE hy OE the Sum mentioned in the second 


Columr of the subjoined Statement, I deducted for Income Tax the 
amount set forth in the third Column of the said Statement, and 
I further certify that the said Tax has been or will be paid by me either 
personally to the proper Officer for the receipt of Taxes or by way of 
deduction from rent or other income when received by me. 


Sigma ture teen sere Sar yy es es 
INesidence a = eaters va as Se yeirels Bas Pe 
IDEWS At debe Sil ho ye eee Be 

Description Of the Period (i.e., year 

a abe 5 

se Dd one Ou fe ae Amount of half-year, ete.) for 
Annual Payment, such as | from which I have d peor igs eraser na Date 
Rent, Interest, or | deducted the Tax. EMIS ESN Go eS User ae 
Annuity, is payable. LOW aK Rayavie: 

I 2 3 4 
fase | feed Bet ican S se I Se 
£ ‘Siok a: £ Ss. d. 


*N.B.—In the case of Property, its situatior, including Street Address 
(if any), Parish, County, and names of Occupiers must be distinctly 
stated. 

This Form is supplied for the purpose of being filled up by the party 
deducting the Tax from the Income of the Claimant, and when filled 
up it must be attached to the Form on which the Claim is made for a 
return of the Tax. 


INSOLVENT.—Unable to pay one’s debts in full. 

INSTALMENT PAYMENT PURCHASES.—These differ from 
the Hire Purchase Accounts inasmuch as the property in the 
goods passes at once to the buyer. He actually owns the 
goods, although payment for them is to be spread over a series 
of years. The vendor cannot, therefore, demand the return 
of the goods if default is made in payment ; he can only sue 
for the amount of the debt. The difference between these 
accounts and the Hire Purchase Accounts should be carefully 
noted by the student, as it causes a variation in the methods 
of book-keeping relating to them. 

Purchaser’s Books.—In the books of the purchaser a Journal 
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entry will be made crediting the Vendor with the total amount 
to be paid. An Asset Account will be debited with the 
cash value of the goods, and an Interest Suspense Account 
with the balance of the purchase money. At the end of each 
year, a portion of this Interest Account, 1.¢., an amount 
equal to the interest on the unpaid balance of the purchase 
price, will be written off as a loss to Profit and Loss ; so that, 
at the end of the time, the Interest Suspense Account will 
be entirely extinguished. As each instalment is paid, Cash 
will be credited and the amount posted to the debit of the 
Vendor’s Account. 

Vendor’s Books.—In the Vendor’s books the goods will be 
credited to Sales Account through a special Journal, at their 
cash value; the Interest will be credited to an Interest 
Suspense Account ; and the total of both goods and interest 
will be posted to the debit of the Purchaser’s Account. As 
each instalment falls due, a portion of the Interest Account, #.e., 
an amount equal to the interest on the unpaid balance of the 
selling price, will be transferred as a gain to Profit and Loss. 
At the end of the time, the Interest Suspense Account will be 
wholly extinguished. Each instalment, when received, will 
be debited in the Cash Book and posted to the credit of the 
Purchaser’s Account, until, in course of time, the whole of the 
debt is liquidated. 

Example.—A Colliery Company purchases on the instalment 
payment system a number of coal wagons, the cost to be 
spread over a period of five years, and to be payable by 
fixed annual instalments of £500. The cash value of the 
wagons is £2,164 14s. 10d., and the Wagon Company 
charge interest on yearly rests at the rate of 5 per cent. per 
annum. Allow for depreciation at the rate of 10 per cent. per 
annum, and write up the accounts in the books of both buyer 
and seller. 

In Buyer’s Books. 


JOURNAL. Dr. Cr. 
Year 
1 | Wagon Account. ..|| 2,164 | 14 } 10 
Interest Suspense Account..|| 335] 5 2 
To Wagon Co. .. ne 2,500 


for wagons purchased 
on instalment payment 
principle. 
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», Balance c/d_ ..|| 1,278 


LEDGER. 
Dr. WAGON ACCOUNT. Cr. 

Year |ToWagonCo. .. Year |By Depreciation ../| 216] 9] 6 
I I |,, Balance c/d_ ..|| 1,948] 5 4 
2,164 | 14 | Io 
2 |ToBalanceb/d .. 2 | By Depreciation .. 194 | 16 6 
», Balance c/d_ ..|| 1,753 | 8] 10 
1,948/ 5] 4 
3 | To Balance b/d oF 3 | ByDepreciation ..|| 175] 6] ro 

», Balance c/d_ ..|/ 1,578 | 2 
1,753 | 8] 10 
4 | To Balance b/d 4 | By Depreciation .. 157| 16 | 2 
», Balance c/d ..|} 1,420] 5 | 10 

1,578 | 2 
5 | To Balance b/d .. 5 | By Depreciation ..|/ 142| 0] 7 
5 | 3 

5 


To Balance b/d 


Dr. WAGON COMPANY. Cr. 
Year Year 
Ten Lo:Cash® <7 ++|| 500 I By Sundries «|| 2,500 
», Balance c/d_ ..|| 2,000 
2,500 2,500 
Ae LOC Asie ts. ae 500 2 By Balance b/d ..|| 2,000 
», Balance c/d_ ..|| 1,500 
2,000 2,000 
3 |ToCash .. 46 500 3 By Balance b/d ..j| 1,500 
», Balance c/d_ ..|| 1,000 
1,500 1,500 
———— Sa 
4 | toCash ~~. «|| 500 ..4 | By Balance b/d ..|| 1,000 
», Balance c/d ..|| 500 
1,000 1,000 
5 |ToCash .. ++|| 500 5 By Balance b/d ..|| 500 
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Dr. INTEREST SUSPENSE ACCOUNT. Cr. 
Year Year 7 
r..| ‘Te Wagen' Co. ;.|)) 3351) 5 | 2 Te Bye benke 1599; 
£2,104 14S. 
tod.) .. as 108 4 9 
», Balancec/d ..|| 227] 0 5 
3354 | Suess hie 3351) Sue 
2 |To Balance b/d ..||/ 227] o| 5 Z| Byte ela (Sos 
£1,772 19s.7d.) 88 | r2 | t2 
», Balance c/d ..|, 138 | 7| 6 
227| O| 5 227) O} 5 
3 | To Balance b/d rsa 7a 6 3°) By Prec, (5% 
£1,361 128.64.) 68 | 1 8 
ppebalance cid. (. 7Jo| 5] 10 
138 | 7) 6 138F( Fal a0 
4 |To Balance b/d .. 7o| 5 | 10 4 |ByP. & L. (5%, 
£929 14s. 2d.) 46| 9 8 
» Balance c/d .. 23 1 16.1) 1-2 
7o| 5| 10 70) 5| ro 
: | a By RD & L. (6%, | —=—|——— 
5 |To Balance b/d .. 23! 16 2 5 £476 3s. rod.) 23 | 16 2 
In Seller’s Books. 
JOURNAL. Dr. Cr. 
Year 
1 | Colliery Company .. - «|| 2,500 
To Sales Account aie 2,164 14 | 10 
», Interest Suspense A/c 335 5 2 
for wagons sold on 
instalment payment 
‘ principle. 
LEDGER. 
Dr. COLLIERY COMPANY. Cr. 
Year Year a ai 
rt | To Sundries «+|] 2,500 r |ByCash .. -.|| 500 
», Balance c/d_ ..|| 2,000 
2,500 2,500 
2 |To Balance b/d ..|| 2,000 2 |ByCash .. ic 500 
»» Balance c/d_ ..|| 1,500 
2,000 2,000 
3 | To Balance b/d _ ..|| 1,500 3 |ByCash .. a 500 
,, Balance c/d ..|| 1,000 
1,500 1,500 
+ | To Balance b/d ..|| 1,000 4 |ByCash .. +.|| 500 
», Balance c/d ..|| 500 
1,000 1,000 
5 |ToBalance b/d ..|] 500 | 5 | By Cash .. ++|| 500 
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Dr. INTEREST SUSPENSE ACCOUNT. Cre 
Year Year 
sgl ito) Peer Bee I | By Colliery Co. .. 335 5 2 
Tod.) AG ‘ ky 108 4 9 
», Balance c/d .. 2273 ano 5) 
335 ) 2 eae 5 2 
ZeLO i sy ee a 2 | By Balance b/d .. 22 alee Oulan 
1,772 19S.7d. i2 | 12 
3, Balance ce/d <.|) 138) 7 || 6 
227 210 5 227 | O 5 
35 Lo in e es (GE a re 8 3 | By Balance b/d .. Se OA I 
»36I 12s. 6d. I 
», Balance c/d .. FOI! £5 ist0! 
T3Snee7, Ne 138 7 | 6 
4 |To gee Teas 2 Z : 4 | By Balance b/d .. 70 | 5 | 10 
14s, 2d. 4 ) 
», Balance c/d .. 2366" 22 
70 5 | 10 70:|. 5. | 10 
Ber |e hOtee Ce. Tea (51%, 
£476 3s. tod.) 23| 16 2 5 | By Balance b/d .. 23 0er Ones 


The following Table shows at a glance the amount of 
Interest payable, and also the balance of the debt at the end 
of each year— 


vee Amount of Annual Instalment || Balance of 
‘| Principal. Interest Total. Payable. || Principal. 
ato 9. 
1 | 2,164 }14)10]) 108} 4} 9} 2,272 |19) 7/ 500 1,772 |19) 7 
2 EPPA) 7 88 }12/11]' 1,861 |12) 6 500 1pS6Le LZie6 
3 | 1,361 |12) 6 68 | 1) 8) 1,429 )14) 2) 500 929 |14| 2 
4 929 |14) 2 46) 9} 8! 976} 3/10) 500 476 | 3)10 
5 476 | 310 23 116) 2) 500 500 — || 
Beto) || fol 2,500 


INSURANCE.—The forms required by the Assurance 
Companies Act, 1909, will be found under the heading of 
ASSURANCE, as will also some information respecting the Act 
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itself. The kinds of Insurance mentioned in the Act other 
than Life Assurance are— 

Fire Insurance Business ; that is to say, the issue of, or 
the undertaking of liability under, policies of insurance 
against loss by or incidental to fire. 

Accident Insurance Business; that is to say, the issue 
of, or the undertaking of liability under, policies of insurance 
upon the happening of personal accidents, whether fatal 
or not, disease, or sickness, or any class of personal accidents, 
disease, or sickness. 

Employers’ Liability Insurance Business ; that is to say, 
the issue of, or the undertaking of liability under, policies 
insuring employers against liability to pay compensation or 
damages to workmen in their employment. 

Bond Investment Business; that is to say, the business 
of issuing bonds or endowment certificates by which the 
company, in return for subscriptions payable at periodical 
intervals of two months or less, contract to pay the bond- 
holder a sum at a future date, and not being life assurance 
business as hereinbefore defined. 

Deposit of £20,000 Required.—Section 2 of the Act provides— 

(4) Where a Company carries on, or intends to carry on, assurance 
business of more than one class, a separate sum of twenty thousand 
pounds shall be deposited and kept deposited under this section as 
respects each class of business, and the deposit made in respect of any 
class of business in respect of which a separate assurance fund is 
required to be kept shall be deemed to form part of that fund, and all 
interest accruing duc on any such deposit or the securities in which 
it is for the time being invested shall be carried by the Company to 
that fund. 

Those Companies, however, which commenced business 
before the passing of this Act are exempt from these deposits 
except in the case of Life Assurance business. 

Separation of Funds.—Section 3 of the Act requires— 

(1) In the case of an assurance company transacting other business 
besides that of assurance or transacting more than one class of assurance 
business, a separate account shall be kept of all receipts in respect of the 
assurance business or of each class of assurance business, and the 
receipts in respect of the assurance business, or, in the case of a company 
carrying on more than one class of assurance business, of each class of 
business, shall be carried to and form a separate assurance fund with an 
appropriate name: Provided that nothing in this section shall require 


the investments of any such fund to be kept separate from the 
investments of any other fund. 


(2) A fund of any particular class shall be as absolutely the security 
of the policy holders of that class as though it belonged to a company 
carrying on no other business than assurance business of that class, 
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and shall not be liable for any contracts of the company for which 
it would not have been liable had the business of the company been only 
that of assurance of that class, and shall not be applied, directly or 
indirectly, for any purposes other than those of the class of business to 
which the fund is applicable. 


Return of Deposits.—By Section 33 (e) of the Act— 


As soon as the employers’ liability fund set apart and secured for 
the satisfaction of the claims of policy holders of that class amounts to 
forty thousand pounds, the Paymaster-General shall, if the company 
has made a deposit in respect of any other class of assurance business, 
return to the company the money deposited in respect of its employers’ 
liability insurance business, and it shall not thereafter be necessary 
for the company to keep any sum deposited in respect of that business, 
so long as the sum deposited in respect of any other class of assurance 
business is kept deposited. 

By Section 34 (c)— 

As soon as the bond investment fund set apart and secured for the 
satisfaction of the claims of the policy holders of that class amounts to 
forty thousand pounds, the Paymaster-General shall, if the company 
has made a deposit in respect of any other class of assurance business, 
return to the company the money deposited in respect of its bond 
investment business, and it shall not thereafter be necessary for the 
company to keep any sum deposited in respect of that business, so 
long as the sum deposited in respect of any other class of business 
is kept deposited. 


Note re Employers’ Liability Insurance.—By Section 33 (7) 
of the Act— 

If the company carries on employers’ liability insurance business 
outside the United Kingdom, that business shall not be treated as part 
of the employers’ liability insurance business carried on by the company 
for the purposes of this Act. 

Contributions to Fire Brigades.—Under the L.C.C. regula- 

tions, Companies doing business in the metropolitan area 
have to contribute towards the cost of the Fire Brigades, 
according to the amounts they have insured in this area. 
4 Reserve for Unexpired Risks.—It will be noticed in the 
printed statutory forms that a Reserve of so much per cent. 
of the Premium Income for the year is required in the case 
of Fire, Accident, and Employers’ Liability Insurance. The 
exact amount of the percentage is a matter for the actuary to 
decide, although 33} per cent. is generally considered to be 
the minimum Reserve necessary. 

Re-insurance and Guarantee Premiums.—As in Life Assur- 
ance so also in other branches of Insurance business, there is 
a limit of risk which the Company will take on any one policy. 
In the statutory forms all premiums received and all claims 
paid must be stated at the net figure, 1.€., less Re-insurances, 
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Days of Grace.—These are extra days allowed, for the 
payment of premiums, beyond the actual due date of renewal. 
If a claim is received during this time it would be valid, and 
would be paid, less, however, the premium for renewal. The 
days of grace are usually, Life 30, Fire 15, and other depart- 
ments 7 to 14 days according to the nature of the business. 

“Tariff ’’ and ‘ Non-tariff’’ Fire Offices.—‘‘ Tariff” 
Offices are those which, among themselves, have fixed common 
minimum rates for the different classes of risk. ‘‘ Non- 
tariff’ Offices are those which are not bound by these rates. 

Example.—From the under-mentioned particulars prepare 
the Revenue Accounts and Balance Sheet of the “ Beta” 
Assurance Company, Ltd., as at 3lst December, 19..— 


LIFE DEPARTMENT, £ eek: 
Amount of Life Assurance Fund at Ist Jan., 19.. 3,808,252 3 


s) 
Premiums less Re-assurances— 
In United Kingdom.. Ss dc as se 521,650 17-8 
Out of United Kingdom a ae “ile 33,271 10 8 
Consideration for Annuities granted— 
In United Kingdom Alb ae Re Sn 74,812 10 4 
Out of United Kingdom .. sic a fe 65.12" 2 
Interest Dividends and Rents £246,518 10 4 
Less Tax thereon! .. ee 12,622 8 6 
—_—_—__—_—_—_ 233,896 1 10 
Assignment and Other Fees .. a ae S48 318 67 2 
Profit on Realisation of Securities .. 405 2 8 


Claims under Policies paid and outstanding (less 
Re-assurances)— 


By Death, in United Kingdom .. 8a ac 185,624 7 3 
» out of United Kingdom <i me 12.627 4. S 
By Maturity, in United Kingdom AAC ae 44,719 2 8 
if out of United Kingdom .. a3 8,463 2 6 
Surrenders including surrenders of Bonus— 
In United Kingdom aie ae oe oF 51,427 8 6 
Out of United Kingdom .. Ale ni Ae 345 9 2 
Annuities in United Kingdom aS ae “a 18,671 4 3 
i out of United Kingdom .. ae i SZ a'O a7, 
Bonuses in Cash in United Kingdom ae Bo S496 27 
ry » Out of United Kingdom Geom ce 
Return of Consideration for Annuities in United 
Kingdom .. atc 8,823 4 10 
Bonuses in Reduction ‘of Premiums i in United 
Kingdom .. 417 6 5 
Bonuses in Reduction ‘of Premiums out of. United 
Kingdom .. ce ais ore OME? 
Commission in United Kingdom 3h oe Ac 33,103 11 4 
is out of United Kingdom at. at Bion s+: 
Expenses of Management. 42,756 6 11 


Amount of Life Assurance Fund at the end of the year 
1 For purpose of convenience, tax is taken throughout as being Is. 2d. in the £. 
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FIRE DEPARTMENT. 


Amount of Fire Insurance Fund Ist Jan., 19..— 
Reserve for Unexpired Risks ; “is : 
Additional Reserve .. a0 

Premiums less Re-insurances 

Claims paid and outstanding, less Re-insurances 

Brokerage and Commission ve Se 

Contributions to Fire Brigades 

State Charges (Foreign) 

Expenses of Management 

Bad Debts 50 

Transfer to Profit and. Loss . 

Amount of Fire Insurance Fund, 31st Dec., 19. — 
Reserve for Unexpired Risks 40 % of Premium 

Income for the year 
Additional Reserve .. 


MARINE DEPARTMENT. 


Amount of Marine Insurance Fund, Ist Se ee & 
Premiums less Re-insurances. : 
Claims paid and outstanding, less Re- “insurances 
Expenses of Management .. 

Subscriptions to Lloyd’s and Register Books 
Underwriters’ and Manager’s Commission .. 

Bad Debts 9 as Be 

Transfer to Profit and Loss .. 

Amount of Marine Insurance Fund at ‘the end of the 


year ee aC Bc: 


ACCIDENT DEPARTMENT. 


Amount of Fund at Ist Jan., — 
Reserve for Unexpired mises 
Total estimated liability in aaa of Outstanding 
Claims bo 
Premiums after deduction of Re-insurances 
Payments under Policies including medical and legal 
expenses in connection therewith, less Re- 
insurances .. : 5 re one ye 
Commission as 
Expenses of Management 
Transfer to Profit and Loss .. 
Amount of Accident Insurance Fund, 31st “Dec.— 
Reserve for Unexpired Risks, 333 % of the 
Premium Income for the year .. 
Total estimated: oe in casa ‘of Out- 
standing Claims .. 
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150,000 


1,772,525 16 1 


b 
856,081 13 
417,052 8 
187,358 12 
36,850 17 
659 10 
8,974 7 
215 12 
25,000 0 


SCORMNONOSS 


£ : 
119,475 6 4 


38,752 18 6 
376,987 12 4 


159,946 
74,627 
65,648 
70,000 


CON” 
_ 


39,331 10 0 
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EMPLOYERS’ LIABILITY DEPARTMENT. 
(Business transacted within the United Kingdom.) 


Amount of Fund at beginning of the Lina is Gls 
Reserve for Unexpired Risks 225,843 7 10 
Total estimated liability in respect of "Claims 

outstanding haere . . ox at 276,985 4 9 

Premiums less Re-insurances | 623,045 11 8 

Interest, Dividends and Rents "£20,725 4 6 
Less Income Tax .. : 1,208 19 5 

19,516 5 1 

Payments under Policies including medical and legal 

expenses in connection therewith, less Re- 
imsurances .. ws ae a He aa 396,425 12 10 

Commission as Se ies a ars 82,396 11 4 

Expenses of Management Be ne rhe oe 105,837 4 9 

Transfer to Profit and Loss .. P 26,000 0 0 

Amount of Employers’ Liability Insurance Fund at 

the end of the year— 
Reserve for Unexpired Risks, 40 % of the Premium 
Income for the year 
Total estimated re in respect of Outstanding 
Claims a or 285,512 15 9 
BOND INVESTMENT AND ENDOWMENT pre 
DEPARTMENT. £ d. 

Amount of Fund at Ist pes 19. ee = 225,072 10 11 
Additional Reserve .. ee os ie 247,962 4 6 

Premiums less Re- insurances ate a =) 585,203 18 6 

Interest, Dividends, and Rents £36,417 10 0 
Less Income Tax .. 2,124 7 1 

: San 34,293 2 11 

Claims under Bonds and Certificates paid and out- 

standing .. Ni sy oo a a 376,241 10 8 

Commission A ~ Sls at és 86,462 1 9 

Expenses of Management : 134,623 10 6 

Amount of Bond Investment and Endowment 

Certificate Fund at end of assis ae S¢ 236,798 10 2 
Additional Reserve .. 258,406 3 9 
LEASEHOLD REDEMPTION AND | SINKING FUND 

a ee Te Saud 

Amount of Fund at Ist Jan.,19..  .. Oe ae 175,936 4 8 

Premiums : she 38,560 12 2 

Consideration for Annuities Certain a Se 220 0 0 

Interest, Dividends and Rents £8,672 12 9 
Less Income Tax ., ait i OOO Saat 

———— 8,166 14 8 

Fines and Fees As ae are oi oie Lge Cie, O 

Policies matured is ie pe is it 2,438 13 11 

Commission Sic A 3:0 5 ne ne WPA A) 

Annuities Certain cat or as ae ais 238i5-5. 47 

Surrenders i Kid ae ote aie 810 6 5 

Expenses of Management ee ste 3 50: 2 

Transfer to Profit and Loss .. oa ae 20,000 0 QO 


Amount of Fund at end of the year . a 
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GENERAL INSURANCE DEPARTMENT. 


(Embracing Miscellaneous Business, including Employers’ 


Liability Insurance abroad.) 
Amount of Fund at Ist Jan., 19. 
Premiums less Re-insurances 
Claims paid and outstanding less Re-i -insurances oe 
Commission as 26 
Expenses of Management 
Bad Debts 5% ie 
Transfer to Profit and Loss .. 
Amount of Fund at end of year 


PROFIT AND LOSS ACCOUNT. 
Balance of last year’s account 
Interest and Dividends not carried 
to other Accounts 26 £256,421 10 8 
Less Income Tax .. ote 10,685 12 7 


Transfers from Other Departments 

Transfer and Other Fees at 

Dividend and Bonus, 30th April, £185, 000, less tax 
at Is. 2d. 


Dividend and Bonus, 30th Sept., £185,000, less tax 


at 1s. 2d. 
Income Tax on profits, paid and outstanding 
Repairs and Renewals : . 
Depreciation of Furniture and Fittings : 
Amount written off Premises (Freehold and Leasehold) 
Guarantee and Pension Fund (transfer) 
Provision for Bonus to Staff, etc. 
Amount written off Investments 
Balance carried to next year’s account 


LIABILITIES. 
Shareholders’ Capital (100,000 Shares of £10 each, 
£5 per share paid up) 6 
The various Departmental Funds 
Investment Reserve Fund .. 
Guarantee and Pension Fund (including transfer from 
Profit and Loss Account) j 
Profit and Loss Account balance 
Claims Admitted or Intimated but not Beit 
Life Dept. 
hires Depts 
Accident Dept. 
Employers’ Liability Dept.. 
Bond Investment Dept. 
Marine Dept. 
Leasehold Redemption Dept. 
General Insurance Dept. 
Bills Payable 
Amounts due to Agents and “Others 
Amounts due to Other Companies 
Perpetual Premiums and Fire Deposits 
Unclaimed Dividends .. od d 
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643,512 12 6 
1,475,708 5 10 
812,976 8 8 
285,431 7 2 
275,023 14 11 
418 5 2 
50,000 0 0 
{5 ) Sen 
175,829 12 4 
245,735 18 1 
625 4 2 
34,261 9 8 
8,421 6 2 
10,000 0 0 
20,000 0 0 
50,000 0 0 
27,520 10 6 
50,000 0 0 
is 3s al 
500,000 0 0 
150,625 6 3 
125,896 4 8 
183,902 5 6 
255,064 2 3 
15,435 3 9 
104,695 6 7 
96,021 5 6 
73,826 5 2 
64,718 3 4 
50,402 4 5 
34,781 6 6 
75,028 3 11 
213,729 8 3 
22,634 2 9 
375 5 8 
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ASSETS. 
Lose dt 
Mortgages on Property in United Kingdom -- 2,045,627 8 5 
3) BOULOLN.; = 286,513 6 8 
Mortgages on Rates under Acts of Parliament ars 16,427 3 4 
Loans on Company’s Policies within their surrender 
value sa ac oe ms 25,206 4 6 
Loans on Personal Security ma 101,435 18 6 
Investments (including those deposited as " security 
for Policy Holders)— 
Deposit with the High Court, £25,000 Consols_ .. 20,000 0 0 
British Government Securities ae es 615:592 «J 3 
Municipal and eae Securities in United 
Kingdom .. st 5,431 2 6 
Indian and Colonial Government ‘Securities hs F20i752 sO aa7. 
Foreign Government Securities .. oe a) 620,675 3 8 
Foreign Provincial Securities : ac 10,620 2 4 
Railway and other Debentures and Debenture 
Stock—home and foreign avo 25080;473 “SiG 
Railway and other Preference and Guaranteed 
Stocks <a ae we Be oe SLG:027) Sie 
Railway Ordinary Stocks ay ede 295,486 1 9 
Freehold Premises, etc., at home and abroad (less 
Depreciation) ae ‘ ae) 1G¢26)7 80 OO 
Leasehold Premises, etc. (less Depreciation) re 313,426 2 8 
Freehold Ground Rents... #6 As “0 115,350 4 6 
Branch and Agency Balances it ifs na 865,973 2 5 
Amounts due by other Companies .. a se 316,425 4 9 
Outstanding Premiums e OSseSo ley er 
Outstanding Interest, Dividends, and Rents 500 18,543 2 10 
Bills Receivable te S264 3 EG 
Stamps in hand ie We a 30 ve 650 17 11 
Cash on Deposit : A ot 660,982 10 7 
Cash in hand and on Current Account “fe a 620,705 8 11 
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AS AT 3lst DeEc., 19.. 
Liabilities. Assets. 
Shareholders’ Capital— Mortgages on Property in 
100,000 Shares of £10 United Kingdom 2,545,627| 8] 5 
each, £5 per share Mortgages on Property 
paid up c 30 500,000 out of United King- 
Life Eo Bon Fund .. 4,258,927| 2) 3 dom .. 286,513) 6| 8 
Fire Insurance Fund 2,907,375| 5| 2{ | Mortgageson Rates under 
Accident Insurance Fund 164,994] 0/10} Acts of Parliament... 16,427] 3! 4 
Employers’ Liability In- Loans on Company’s Po- 
surance Fund aye 534,731} O] 5 licies within their 
Bond Investment Fund.. 495,204/13|II Surrender Value 25,206} 4| 6 
Marine Insurance Fund..||/ 1,014,075] 1| 3 Loans on Personal Se- 
Leasehold Redemption curity a ote 101,435|18) 6 
Insurance Fund .. 198,606]18] 8 Investments (including 
General Insurance Fund 695,371| 2| 5 those deposited as 
Profit and Loss Account 214,570|I4|I1 security for policy- 
Investment Reserve Fund 150,625] 6 holders) — 
Guarantee and Pension Deposit with the High 
Fund a ,., fe on 125,896] 4 Court £25,000 Con- 
————_]— sols .. 20,000 
Total Funds ..]| 11,320,377|10 British Government Se- 
Claims admitted or inti- curities a 615,592) 1] 3 
mated but not paid— Municipal and County 
Life . £183,902 5 6 Securities in the 
Fire .. 255,064 2 3 United Kingdom .. .51431| 2| 6 
Accident 15,435 3 9 Indian and Colonial 
Employers’ Government Securi- | 
Liability 104,695 6 7 ties re ae 720,7° 2\10! 7 
Bond In- Foreign Government 
vestment 96,021 5 6 Securities 620,675] 3 8 
Marine 73,826 5 2 Foreign Provincial Se- 
Leasehold curities 10,620] 2) 4 
Redemp- Railway and other De- 
tion 64,718 3 4 bentures and Deben- 
General 50,402 4 5 ture Stock — home 
844,064|16 and foreign . 2,080,473] 5| 6 
Bills Payable aie 34,781] 6 Railway and other Pre- 
Amounts due to Agents ference and Guaran- 
and others 75,028) 3 teed Stocks ., 316,527] 3] 2 
Amounts due to Other Railway Ordina r y 
Companies .. 213,729| 8 Stocks : 295,436) x| 9 
Perpetual Premiums and Freehold Premises at 
Fire Deposits 22,634| 2 home and abroad 1,726,785] 6] 6 
Unclaimed Dividends .. 375| 5 Leasehold Premises .. 313,426] 2] 8 
Freehold Ground Rents 115,350) 4} 6 
Branch and Agency Bal- 
ances 865,973] 2| 5 
Amounts due by Other 
Companies .. 316,425] 4] 9 
Outstanding Premiums. . 158,789|17| 7 
Outstanding Interest, Di- 
vidends and Rents.. 18,543] 2/10 
Bills Receivable .. 52,041] 3 
Stamps in hand .. 5c 650\r7\rr 
Cash on 
Deposit £660,982 10 7 
Cash in 
hand and 
on Cur- 
rent A/c 620,705 8 11 
—$_. 1,281,687/19] 6 
£]| 12,510,990|14| 4 iW eee aa 
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INSURANCE (HEALTH AND UNEMPLOYMENT) DEDUC- 
TIONS.—The National Health Insurance Acts and the 
Unemployment Act provide for a scheme of benefits to be 
paid to employees who are unable to follow their employment 
owing to ill-health, or who are unemployed. Those insured 
are all persons (subject to certain exceptions) 16 years of age 
and upwards employed at a rate of remuneration not exceed- 
ing £250 in the United Kingdom. Contributions are paid 
by the State, the employer, and the employed, by means of 
stamps affixed on cards. 

The employer is liable in the first instance to pay both the 
contributions payable by himself and also the contributions 
payable by the employee, but he has the right to recover the 
amount payable by the employee by way of deduction from 
the wages. As regards the book-keeping, the Wages Book 
should include the particulars shown in the following ruling— 


WorKERS’ Net EMPLOYERS’ 
Fiociach CONTRIBUTIONS, Aseaane CONTRIBUTIONS. 
Due - Due. 
Health. |Unemp’t Health. |Unemp’t 
LoS | be Ss. d. s. d. feomiSey oe Ss. a. S$. a. 
J. Johnson ah ae see 5 | 9 , A ee 5 10 
W. Smith . fj ‘ S 18. we 5 S) 3. Bias 4% 5 10 
R. Robinson (Miss) .|) 3 10 — 4) 7 See: vite | 5 8 
W. Williams ( ,, ) pers 4 7 oy ae Al 5 8 
H. Jones (boy) . | 5 4h DY ae 24 5 5 
T. Read (girl) . 1 aha Se > 4 4 1 4 4 5 44 
17 2 - 2.8 8 44 || 16 16 43] 2 6 3 93 
' ' a ce 


The gross amount of wages paid is debited to Wages 
Account. The worker’s contribution is deducted by the 
employer when the wages are paid. 

The amount paid out by the employer himself as his 
contribution is debited to an Unemployed and Health Insur- 
ance Account, and at the end of the financial period the total 
may be transferred to the Wages Account, because the extra 
cost of insurance may be regarded as an indirect increase in 
the wages bill, or direct to the Profit and Loss Account. 

Another method in use, particularly in large concerns, is 
for the stamps to be bought in quantity, and the cost debited 
to Unemployed and Health Insurance Account. The wages 
are charged each week to Wages Account, and at the end 
of a period an adjustment is made by debiting Wages Account 
with the total of the workers’ contributions, and crediting 
the Unemployed and Health Insurance Account. The 
amount still standing to the debit of the last-mentioned 
account represents the employer’s contribution and is debited 
to Profit and Loss Account. 
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INSURANCE POLICY METHOD.—(See DEprEcIATION.) 

INTEREST AND DISCOUNT ACCOUNT.—This is an 
account containing all items of Interest and Discount, what- 
ever the nature of the transactions. It is not used so much 
as formerly, the tendency now being to keep a separate 
account for Interest and also for Discount. The Interest 
Account itself is generally divided into two accounts, in 
order to show the actual gain and the actual loss by Interest 
transactions— 

Interest Allowed (or Paid) Account, which contains all 
items of Interest paid on overdue accounts, on loans, on bank 
overdraft or current account, renewing bills, etc. 

Interest Received Account, which contains all items of 
Interest charged on overdue accounts, on loans, on current 
account, renewing bills, etc. 

INTEREST (CONTINENTAL).—(See AccounT CURRENT.) 

INTEREST IN EXPECTANCY.—An interest, in land or an 
estate, which will fall into a person’s possession at some future 
time. For Estate Duty purposes, this expression covers an 
estate in remainder or reversion, and every other future 
interest, whether vested or contingent, but does not include 
reversions expectant upon the determination of leases. Estate 
Duty may be paid either with the duty on the rest of the 
estate, or when the interest falls into possession. 

INTEREST ON ACCOUNTS CURRENT.—(See Account 
CURRENT.) 

INTEREST ON BANK OVERDRAFT.—This would appear 
in the Pass Book, and would necessitate an entry on the 
credit side of the Cash Book, thus— 

By Interest (on Overdraft) 
which would be posted to the debit of the Interest Paid 
Account. 

INTEREST ON CALLS.—Interest is generally allowed on 
Calls Paid in Advance and charged on Calls in Arrear. The 
following Journal entry is necessary— 


Interest on Calls in Advance Dy. 
To Shareholder Cr. 

or 
Shareholder Dr. 
To Interest on Calls in Arrear Cy, 


It necessitates the opening of an account in the General 
Ledger for the Shareholders concerned, in cases where the 
Share Ledger has no columns for Interest. But in other 
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cases, where the Share Ledger Accounts are in two parts, a 
Cash Account and a Share Account, the Interest can be 
shown in the Share Ledger itself, being posted thereto from 
a memorandum Interest on Calls Book. The Journal entry 
would then be— 
Interest on Calls in Advance DY: 
To Outstanding Interest Payable Cr. 
(If paid on the due date, then, on Cr. side of Cash Book, 
By Interest on Calls in Advance.) 
or 
Outstanding Interest Receivable Dr. 
To Interest on Calls in Arrear Cr. 


the Outstanding Interest appearing on the Balance Sheet 
and the other Interest in the Profit and Loss Account. 

INTEREST ON CAPITAL.—The Journal entry for allowing 
Interest on Capital is as follows— 


Interest on Capital Dy¥. 
To Capital Cr. 
or, if there are partners— 
Interest on Capital Dir 
To Brown Capital Account Cr. 
» Jones a oy Cr. 


This Interest, being a loss to the business, must, in accordance 
with the rules for Journalising, be debited. The reason for 
charging Interest on Capital is explained under Partnership 
Accounts. 

INTEREST ON CAPITAL PAID OUT OF CAPITAL.— 
Section 91 of the Companies Consolidation Act, 1908, enacts 
as follows— 


Where any shares of a company are issued for the purpose of raising 
money to defray the expenses of the construction of any works or 
buildings or the provision of any plant which cannot be made profitable 
for a lengthened period, the company may pay interest on so much 
of that share capital as is for the time being paid up for the period and 
subject to the conditions and restrictions in this section mentioned, 
and may charge the same to capital as part of the cost of construction 
of the work or building, or the provision of plant— 

Provided that— 

(1) No such payment shall be made unless the same is authorised 
by the articles or by special resolution : 

(2) Nosuch payment, whether authorised by the articles or by special 
resolution, shall be made without the previous sanction of ‘he 
Board of Trade : 

(3) Before sanctioning any such payment the Board of Trade may, 
at the expense of the company, appoint a person to inquire 
and report to them as to the circumstances of the case, and 
may, before making the appointment, require the company 
to give security for the payment of the costs of the inquiry : 
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(4) The payment shall be made only for such period as may be 
determined by the Board of Trade; and such period shall in 
no case extend beyond the close of the half-year next after the 
half-year during which the works or buildings have been 
actually completed or the plant provided : 

(5) The rate of interest shall in no case exceed 4 per cent. per annum 
or such lower rate as may for the time being be prescribed by 
Order in Council : 

(6) The payment of the interest shall not operate as a reduction of 
the amount paid up on the shares in respect of which it is paid : 

(7) The accounts of the company shall show the share capital on 
which, and the rate at which, interest has been paid out of 
capital during the period to which the accounts relate: 

(8) Nothing in this section shall affect any company to which the 
Indian Railways Act, 1894, as amended by any subsequent 
enactment, applies. 


INTEREST ON CURRENT ACCOUNT.—(See BANK Cur- 
RENT ACCOUNT.) 

INTEREST ON DEBENTURES.—(See DEBENTURE 
INTEREST. ) 

INTEREST ON DEPOSIT ACCOUNT.—(See BANK DEPOSIT 

ACCOUNT.) ; f : 

INTEREST ON DRAWINGS.—The necessity for charging 
Interest on Partners’ Drawings is explained under Partnership 
Accounts. The Journal entry required is— 


Brown, Drawing Account Dy. 
Jones, aA a Dr. 
To Interest on Drawings Cr. 


This Interest, being a gain to the business, must, in accordance 
with the rules for journalising, be credited. 

INTEREST ON INVESTMENTS.—A separate account is 
sometimes opened under this heading for interest on stocks 
and securities. A more up-to-date method is to show the 
Interest by the side of the Investment in a parallel column. 
Examples of this will be found under Investment Accounts. 

INTEREST ON LOANS.—The Journal entry necessary tor 
charging or allowing interest on loans is as follows— 


(a) Where the money has been borrowed— 
Interest on Loans Dy. 
To Lender (or Loan Account) Cr. 
(b) Where the money has been lent— 


Borrower (or Loan Account) Dy: 
To Interest on Loans Gy, 
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Where the Loan is for a period of one year and over, such 
Interest becomes annual interest, and income tax on same 
must be deducted by the payer and remitted, or accounted 
for, to the Inland Revenue Authorities. Such Interest 
will likewise be received by the payee less tax. 

INTEREST ON OVERDUE ACCOUNTS.—The Journal 
entry necessary for bringing such Interest into account is— 

(a) To charge Interest— 


Debtor ' Dis 
To Interest Received Account Cr. 
(b) To allow Interest— 
Interest Paid Account Dr. 
To Creditor Cr. 


With the exception of Bills of Exchange and Promissory 
Notes, interest cannot be claimed on overdue accounts 
unless such an agreement has been entered into when the 
contract was made. The mere statement on an invoice that 
““ Interest at the rate of 5 per cent. per annum will be charged 
on overdue accounts,” is not sufficient legally to enable a 
trader to recover such interest. 

INTEREST (RED INK).—(See AccoUNT CURRENT.) 

INTEREST (SIMPLE).—The arithmetical method of finding 
simple interest is by means of the following formula— 
Principal x Rate x Time 


Interest = 
100 


Thus, Interest on £5,000 for one year at 5 per cent. would be 
5,000 x 1 x 5 , 
ce aie: that is £250. Five per cent. per annum, 
it should be noted, is exactly one penny per pound per month. 
Thus, Interest on £1 for 1 year at 5 per cent. = ls. = 12d. 

12d. for 12 months = ld. for 1 month. 
When therefore we have to charge Interest on Drawings, 
or allow Interest on Capital, for so many months at the 
rate of 5 per cent. per annum, it can be done by the following 
simple device— 

Rule.—Call the pounds pence; multiply by the number 
of months, and the result will be the required Interest. 

Example.—A. Brown has drawn the following sums :— 
March Ist, £54; June Ist, £78; August Ist, £95; October 
Ist, £126. These drawings are subject to Interest at the 
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rate of 5 per cent. per annum. What sum must he be charged 


with on 31st December ? fo. &. d, 
Interest on £54 for 10 mos.= 4s. 6d. x 10= 2 5 O 

i ay i's v| =—eEOS MOC << us/ (== Die OG 

+ £90 § ae Swilde xo col) l 1OuN 7, 

re £126 Sie OSs Oda, 3: be 1s 1G 

Total Smee led 


Where there are fractions of a £, sums of 10s. and over are 
counted as another £, sums under 10s. being ignored. 

INTEREST SUSPENSE ACCOUNT.—(See INSTALMENT 
PAYMENT PURCHASES.) 

INTERIM DIVIDEND.—(See DIVIDEND.) 

INTERNAL CHECK.—This is part of the scheme of 
organisation of accounts, designed to ensure accuracy of 
record, detection and rectification of errors, and the prevention 
of fraud. The following are the principal rules to be observed : 

(1) All cash received to be paid into bank intact every day. 
All payments, except Petty Cash payments, to be 
made by cheque. A reconciliation statement to be 
entered in the Cash Book at the end of each month. 

(2) Printed and numbered carbon-copy receipts to be given 
for all cash received. Other receipts not to be 
recognised. 

(3) The Petty Cash to be kept on the Imprest System in 
a tabular book, to be used as a posting medium. 
Vouchers or receipts to be obtained for all payments. 

(4) The cashier not to be allowed to post cash into the 
Ledger. 

(5) All calculations and additions in the Day Book to be 
checked by a second clerk. 

(6) All purchases to be made by means of a written order 
from a printed and numbered counterfoil or carbon- 
copy Order Book. Order Number to be quoted 
on all invoices inwards. Verbal orders not to be 
recognised. 

(7) All purchase invoices to be stamped with a rubber 
stamp, thus— 


GOODSPRECE IVE Digits, ols 0.5.5.6. e:e5ess seis 
| PRICE SUCONREC Diag letsces sieusi.c.e's 35 


EXTENSIONS CHECKED .......... | 


and clerks responsible for checking instructed to put 
their initials in the space provided. 
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(8) The Ledgers to be kept on the self-balancing principle, 
and the arithmetical accuracy of the postings to be 
tested by means of the Check Figure System. 

(9) A Trial Balance to be taken out at least once a month. 

INTESTATE.—A term used in Executorship Accounts, 
denoting a person who has died without making a will. There 
are special rules for distributing an intestate’s estate, called 
‘Statutes of Distribution.” The personalty must be distri- 
buted either per capita or per stirpes, while the realty goes to 
the heir at law, subject to the widow’s life interest in one-third. 

INTESTATES ACT.—(See STATUTES OF DISTRIBUTION.) 

INVESTMENT ACCOUNTS.—These are generally ruled 
with three columns on each side, so that the nominal value 
of the holding, the principal or capital value, and the periodical 
interest or dividends may be seen at a glance, the due dates 
of the latter being shown at the top of the account imme- 
diately under. the name of the investment. As the interest 
or dividends are received, Cash will be debited and the income 
column of the Investment Account credited. At the end 
of the year the total receipts from each investment will be 
transferred to a Dividends and Interest Account, or direct to 
an Income and Expenditure Account, or to Revenue Account 
as the case may be. 

Accruing Income.—Where Dividends have accrued but 
have not been actually received, the amount should at 
balancing time be brought down as a debit balance in the 
Income or Interest column of the Investment Account. 
With regard to Investments in Executorship Accounts 
however, no credit is taken for any income until it is actually 
received. 

Example 1.—A. Brown holds £5,200 of 24 per cent. Consols, 
which cost him including brokerage and expenses £4,166 11s. 
Show the Ledger Account of the investment for one year, 
dividends being payable on the 5th day of the first month 
of each quarter of the year. (See page 515.) 

Investments Purchased cum div.—Whenever investments 
are purchased cum div.—and the price is always cum div. 
unless otherwise stated—the amount of the accrued dividend 
must be deducted from the purchase price and placed in the 
Interest or Dividend column of the Investment Account ; 
the balance, which represents the true cost of the investment, 
should then be entered in the Principal or Capital column. 
When the full dividend is received and credited to the 
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Dividend or Interest column, the set-off on the debit side will 
have the effect of reducing the income actually received 
to the true income receivable for the period during which 
the investment has been held. Such an adjustment must 
always be made when stocks and shares are bought cum div., 
as it would not be proper to show an investment earning 
three months’ interest when the investment had been held for 
—say—only one month. 

Investments Sold cum div.—When investments are sold 
cum div.—and the price is always cum div. unless otherwise 
stated—a part of the amount received will represent payment 
for the accrued interest or dividend to date of sale on such part 
of the investment as is sold, and must, therefore, be entered 
in the Interest or Dividend column ; otherwise it will look 
as if the investment was not earning any income for the period 
preceding the sale. The balance of the money received, 
after deducting the accrued dividend or interest, will be the 
amount to enter in the Principal or Capital column. 

Profit or Loss on Sale of Investments.—When an invest- 
ment is sold, the balance remaining in the principal or capital 
columns will represent profit or loss on the sale, and must be 
transferred to a separate account entitled “ Profit (or Loss) 
on Sale of Investments.” If only a portion of the holding 
is sold, the balance of the Investment Account should be 
brought down a¢ cost, any difference in the capital columns 
denoting profit or loss to be adjusted in a similar manner. 
Although a capital profit or a capital loss, it is generally carried 
to Revenue or Profit and Loss Account. 

Balancing Investment Accountsx—When the account is 
balanced at the end of the year, the balance should be brought 
down at cost (including brokerage and expenses) regardless 
of the market price at that date. In the case of firms or 
companies having a considerable number of investments, a 
list is generally prepared, at balancing time, showing both the 
book value and the market value of such investments. 
Where the market price is below cost, a reserve for depreciation 
must be made; where it is above cost, no credit should be 
taken for the enhanced price, as it is not a realised profit. 
Temporary market fluctuations are ignored, but in cases of 
permanent depreciation the investments should be written 
down. Where this has not been done, the market value of 
such investments should be stated as a note in the Balance 
Sheet, so that the true facts may be known. 
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Example 2.—A Company purchased on the Ist March, 
19.., £12,000 of 4 per cent. Blank Consolidated Stock at 90, 
dividends being payable on the last day of each quarter of 
the year. Brokerage was charged at the rate of jth per cent. 
and stamps and expenses amounted to £5 8s. Od. On Ist 
June £3,000 of stock was sold for cash at 92, less brokerage 
1th and expenses £1 7s. Od. On Ist September another £3,000 
of stock was sold for cash at 91 ex div. less brokerage th and 
charges {1 7s. Od. The market price on 31st December, the 
date of the Balance Sheet, was 89. Show the ledger account 
of the investment recording the above transactions and the 
receipt of the quarterly dividends, and balance it as on 
3lst December. (See page 517.) 

INVESTMENTS ON ACCOUNT OF RESERVE FUND.— 
(See RESERVE FUND.) 

INVESTMENTS ON ACCOUNT OF SINKING FUND.— 
(See SINKING FUND.) 

INVOICE.—A document giving particulars as to the 
quantity, description, and price of goods bought. 

Example— 


Invoice. 
London, 
Mr. W. J. Marshman Ist Jan., 19.. 
Bought of T. C. JONES, 
Fancy Goops DEALER. 
2| doz. Fancy Lamp Shades assorted 6/11 13 | 10 
1 | doz. Assorted Time Pieces 95/- 4} 15 
2| Palm Stands with metal vase DU 15 | 10 
1 | only Solid Walnut Corner Whatnot 8/11 Saal 
£ (Sed ies Kase ee 7 


Pro forma Invoice.—An invoice made out “ for form's 
sake,” in order to show what the total cost of a quantity of 
goods would be. Such invoices are usually sent with consign- 
ments. They are also forwarded by business firms to new 
customers from whom they have received a small order, as an 
intimation that the firm requires payment before despatching 
the goods. 

_ INVOICE BOOK.—A book in which a record is kept of all 
invoices sent out. The record may be either a press-copy or 
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a carbon facsimile. In cases of dispute an exact copy of the 
invoice is thus available for reference. 

INVOICE BOOK.—(See PurcuasEs Book.) 

10 U—A contraction for the phrase ‘“‘ I owe you,” both 
sounds being alike. A written memorandum or acknowledg- 
ment of debt in which these letters are used. 

Example— 


Lonpbon, Ist Feb., 19.. 
To Arthur Reeve, 
IOU {fA0. 


John Thumb. 


The above document is neither a receipt nor an agreement, 
and therefore does not need any stamp. It is not a negotiable 
instrument. In a court of law it is evidence of an account 
between the parties mentioned, though not of the amount 
stated. It must not contain any date or promise of repay- 
ment, otherwise it would become a Promissory Note, and would 
require stamping accordingly. 


ISSUED CAPITAL.—(See Company.) 


JOBBER.—A dealer in stocks and shares on the Stock 
Exchange. Jobbers deal only with other jobbers or brokers 
on their own account, whereas brokers buy and sell only on 
behalf of their clients. The jobber’s profit is the difference 
between the two published prices of the stock or security ; 
he buys at the lower, and sells at the higher. The broker’s 
remuneration is a commission of about {th per cent. on the 
stock purchased or sold. 

JOBBING ACCOUNT.—(See CoNnTRACTS.) 

JOINT ACCOUNT—JOINT ADVENTURE—JOINT CON- 
SIGNMENT—JOINT VENTURE.—A Joint Adventure is a 
partnership without the use of a firm name, limited to a 
particular speculation in which the two or more persons 
concerned agree to contribute certain specified amounts of 
capital and to share profits or losses in the same manner, or 
in any other equitable proportions. One party may have the 
advantage of being able to buy on exceptionally good terms ; 
another may be in a position to effect sales at particularly 
remunerative prices ; another party, who may not be favour- 
ably circumstanced either for buying or selling, may, however, 
have special financial resources. Thus the combined services 
of the parties in a common adventure may make it a 
highly profitable one. The venture may consist of a joint 
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consignment of goods, a speculation in shares, an 
underwriting transaction, or any similar form of enterprise. 
In most cases one of the parties is appointed manager, 
and does all the buying and selling and looking after the 
venture. For this he obtains an extra remuneration by being 
allowed to charge against the Joint Adventure a commission 
of so much per cent. on the amount of the sales, and, in some 
instances, on the amount of the purchases, sales, and ex- 
penses. In such cases a Joint Account is opened and debited 
with the cost of the goods. Each of the other parties then 
remits his proportion of the cost, which is placed to the credit 
of thei personal accounts, as this amount is payable back 
again to them plus their share of profit, or less their share of 
loss as the case may be. The Joint Account is also debited 
with all charges expenses, and commission ; it is likewise 
credited with all sales whether for cash or on credit. The 
balance of the Account then represents profit or loss to be 
divided according to arrangement. If the goods have been 
sold for cash, then a remittance to each of the parties con- 
cerned for the amount due to him will close the speculation ; 
but if the goods have been sold on credit then the parties 
concerned will not receive the amount due to them until 
the sales of the Joint Accounts’ goods have been paid for. 
If the goods are not sold at balancing time the amount of the 
Joint Account will appear as an asset on the Balance Sheet. 
Example 1.—Bought goods from Brown & Co., £650, and 
took from stock goods value £250, for a joint speculation with 
A and B, profits divisible equally. Received A’s and B’s 
moieties of speculation. Paid charges and expenses £65. 
Sold the Joint Accounts’ goods for cash £1,200. Sent sight 
draft to Brown & Co. Charged as manager 5 per cent. 
commission on sales. Rendered statements to A and to B with 
cheques for the amounts respectively due to them. Write 
up the books and show the Ledger accounts affected. 
JOURNAL. Dr. Cr 
Joint A/c a3 i - «|| 900 
To Brown & Co. .. ays 650 
,, Goods on Joint A/c .. 250 


for goods for speculation with 
A and B. 


Joint A/c ae ate ..|| 60 

To Commission .. x 60 
5 % on sales £1,200 of Joint 
A/cs’ goods. 
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Dy. CASH BOOK. Cr. 
ToVA eke 300 By Joint A/c.. 65 
ii cee ve 300 », Brown & Co. 650 
$5) pointrvA/ cur. 1,200 3) ae do 358 | 6] 8 
split 358 | 6| 8 
LEDGER. 
Dr. BROWN & CO. Cr. 
To Cash 650 | | | By Joint Account | 650 | 
Dr. JOINT ACCOUNT. Cr. 
To Brown & Co. .. 650 By Cash 50 1,200 
», Goods d aD 250 
», Cash (Expenses) .. 65 
», Commission ie 60 
», Balance (Profit)— 
A £58 6 8 
B 58 6 8 
Profit 
& Loss £58 6 8 
175 
1200 1200 mie 
Dr A. tC ae 
To Cash 358 | 6| 8 By Cash ae 300 
», Joint Account 58 | 6] 8 
358 | 6| 8 358 | 6| 8 
Dr. B. Cr 
To Cash 358 | 6} 8 By Cash ‘ 300 
», Joint Account 58 | 6] 8 
358 | 6] 8) 358 | 6| 8 
; a a petal 
or. COMMISSION. Cr. 
To Profit and Loss .. 60 | By Joint Account 60 
Dr. GOODS ON JOINT ACCOUNT. Cr. 
To Trading Account.. 250 | By Joint Account | 250 
Dr. PROFIT AND LOSS. Cr. 
| By Joint A/c .. | 58 | 6) 8 
», Commission 60 
Dr. TRADING ACCOUNT. Cr. 
| ie | 


| | | | | By Goods on Joint Ae 
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In other cases, each of the parties interested opens in his 
own books just merely an account for the Joint Adventure, 
to record such of the transactions as he was directly con- 
cerned with. A general statement, prepared from informa- 
tion supplied by the parties, is rendered showing the profit 
on the joint speculation. Each party will debit the Joint 
Account, and credit his Profit and Loss Account, with his 
portion of such profit. There will then remain in one of the 
party’s books a debit balance, and in the other party’s books 
a credit balance, of similar amount. Payment of this balance 
by one party to the other will finally close the adventure. 

Example 2.—On Ist January A bought goods value £550 
and consigned them to B as a joint speculation, profits being 
divisible equally. On the same date he paid carriage and 
freight £35, insurance, etc., £12 12s. Od., and drew on B at 
two months for £300 on account, discounting the bill on 
4th January for £298 15s. Od. On receipt of the goods on 
Ist February, B paid dock dues and cartage £15, and Govern- 
ment duty, Insurance, etc., £20. On 3lst May A received 
an account sales showing that on 30th April the goods had 
realised gross £820, and that B’s disbursements made on the 
same date were Storage £15, Sundries, brokerage, and expenses 
of sale £50. B also enclosed a sight draft for amount due at 
3lst May. Prepare a general statement showing the result of 
the venture, and write up the accounts in A’s and B’s ledgers 
espectively. Interest is to be brought into account at the 
rate of 5 per cent. per annum. (See pages 523 and 524.) 

Example 3.—X and Y were partners in the following 
scheme, X to take 3 and Y 3 of the profits. They agreed to 
guarantee the subscription at par of 90,000 shares of £1 each 
in a Company, and to pay all expenses up to allotment, in 
consideration of the Company issuing to them 12,000 other 
shares fully paid. X provided cash for the following expenses : 
Registration and Fees £120, Advertising £2,098, Printing, 
Stationery and Prospectuses, £212. Y supplied cash for 
remainder :—Rent of Office £32, Secretary, etc., £115, Petty 
Cash and Sundries £32 6s. 8d., Stamps £95, Solicitors’ Charges 
£225. Applications fell short of the 90,000 by 4,000 shares, 
and, by arrangement, Y found the cash in full for that number 
on the Joint Account. The Company handed X and Y 
the 12,000 shares. X and Y then sold all their shares at 
16s. 8d. each, less brokerage at 14d. pershare. Y received the 
net proceeds of 4,000 shares, and X the remainder. Make 
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out the Joint Account, and also the separate accounts of the 
partners, showing their respective shares of the profits, and the 
amount due from one to the other in settlement. 


Dr. JOINT VENTURE. Cr. 
To X— By X— 

Registration and Fees .. 120 Proceeds of Sale of 

Advertising oe 2,098 12,000 Shares at 16s. 

Printing and Prospec- 63d. net .. ate 50 9,925 

tuses Ac 56 212 

» Y-- ”” “ Proceeds of Sale of 4,000 

Rent of Office. 32 Shares at 16s, 64d. net |} 3,308] 6 8 

Secretary, etc. .. 115 

Petty Cash and Sundries, 32 8 

Stamps 50 95) 

Solicitors’ Charges fe 225 

», Y—Cash for Soares not 
taken up.. -+|| 4,000 
ne Balance (Profit) — 
ae » +£3,940 
v 7 + 2,364 
— || 6,304 
13,233) 6| 8 13,233) 6| 8 
Dr. as Cr. 
To Joint Account— By Joint Account— 

Proceeds of Sale of Registration and Fees.. 120 
12,000 Shares at 16s. Advertising aie ,098 
64d. net ee -+|| 9,925 Printing and Prospec-_ 

tuses .. os oe 212 
», Joint Account— 
&ths of Profit .. a 3,940 
», Balance (due to Y)c/d_ .. || 3,555 
9,925 9,925 
To Balance (due to Y) b/d ../|| 3,555 
Dr. WG Cr. 
To Joint Account— By Joint Account— 

Proceeds of Sale of Rent of Office .. ate 32 
4,000 Shares at 16s. Secretary, etc. .. II5 
64d. net 3,308 8 Petty Cash and Sundries 32| 6) 8 

», Balance (due from X) od 3,555 Stamps .. So 95 
Solicitors’ Charges fis 225 

», Joint Account— 

Cash for Shares not 

taken up se ee || 4,000 

», Joint Account— 
8ths of Profit .. oo 2,364 

6,863] 6| 8 6,863) 6) 8 

By Balance (due from X) b/d 3,555 
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Sometimes a separate joint banking account is opened, 
and a separate set of books kept for the Adventure. The 
transactions are then recorded like ordinary partnership 
transactions; and, in such cases, interest on capital is 
generally allowed, particularly when the parties concerned 
have advanced unequal amounts. 

JOINT ESTATE.—tThe estate of the firm as opposed to the 
separate estates of the individual partners. 

JOINT PROMISSORY NOTE.—(See Promissory NOTE.) 

JOINT STOCK COMPANY.—(See Company.) 

JOURNAL.—tThe Journal, or daily record, was the original 
book of first entry into which transactions were copied, in 
chronological order, from the Waste Book, and arranged in a 
classified, technical form for subsequent transfer to the Ledger. 
The enormous labour and inconvenience of journalising every 
transaction, and the ever-pressing necessity for grouping 
different kinds of transactions, such as Cash, Purchases, 
Sales, etc., in order to facilitate rapid subsequent reference, 
led to the gradual introduction of subsidiary books or books 
of prime entry. These, however, were still regarded as parts 
of the Journal itself; and entries recorded in them were 
recorded periodically, in summary or total, also in the Journal 
proper, thus duplicating the work. The names attaching 
to the subsidiary books at the present day show that they 
have all grown out of the Journal, and are really modified 
forms of it, eg., Cash Journal, Purchases Journal, Sales 
Journal, Returns Journal, etc. 

Use of Journal Compulsory.—In France, Spain, Italy 
parts of Germany and Austria, and wherever the Code, 
Napoleon prevails, the use of the Journal is enforced by law. 
In Russia the use of the Journal is likewise compulsory ; 
it is, moreover, the only book accepted as evidence in a 
Court of Law. In some countries the law prescribes even 
the size and rulings of the books of account. On the Con- 
tinent, therefore, all transactions go through the Journal. 
Sometimes, however, subsidiary books are used to record 
the details, only the totals being journalised. They seem to 
think, as an eminent accountant humorously remarks, 
that businesses were made for books, instead of books for 
businesses. 

Modern Use of the Journal.—In many counting-houses the 
Journal is conspicuous by its absence, it being actually 
possible (though not advisable) to keep a set of books without 
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utilising a Journal at all. The Journal is now used for such 
entries as cannot conveniently be made in the other subsidiary 
books, that is, for opening and closing entries, transfers, 
adjustments at balancing time (interest, depreciation, bad 
debts, reserves, etc.), and correction of errors. As all these 
entries may be made direct from one Ledger account to 
another, the Journal can be entirely dispensed with. The great 
danger attending the practice of making transfers direct 
from one account in the Ledger to another is that one-sided 
entries may be made, the other being inadvertently omitted 
or perhaps forgotten. This, of course, throws out the Trial 
Balance, and the difficulty is, that there is not the slightest 
clue to the error. Checking and re-checking of the postings 
and castings fail to discover the mistake. Finally, each 
account in the Ledger must be gone through to see if all the 
entries are ticked ; and, at length, the cause of the trouble is 
detected—a one-sided entry. If such transfers are always 
made through the medium of the Journal, such a contingency 
is at once obviated. } ‘ 
Theory of Journalising.—Every transaction that takes 
place in business is capable of being split up into two parts, 
a receiving part and a giving part. Suppose, for instance, we 
pay a person some money which we owe him—we give, he 
receives. Take another case; suppose we see something in a 
shop-window that we like, and we go in and buy it, the 
transaction, viewed from the shopkeeper’s point of view, 
is briefly this—he receives money, and he gives goods. So 
we see that in all transactions there are these two parts, 
receiving and giving. The receiving side of the transaction 
may be either a person, called the Receiver, or a thing received ; 
the giving side may likewise be either a person, called the 
Giver, or a thing given. In book-keeping, the receiving part 
of a transaction, either person or thing, is called the Debtor, 
and is entered in the first column of the Journal. The giving 
part of a transaction, either person or thing, is termed the 
Creditor, and is entered in the second column of the Journal. 
When, therefore, we are asked to journalise a transaction, we 
are simply being asked, in other words, to split the trans- 
action up into its receiving and giving parts, or, in book- 
keeping language, into the debtor and creditor, and place 
them in their proper columns in the Journal. Certain time- 
honoured Rules exist which enable a student to do this quickly 


and accurately. 
527 


JOU] DICTIONARY OF BOOK-KEEPING {JOU 


Rules for Journalising—The Golden Rules, as they are 
called, are as follows— 

(1) Debit Receiver, or the thing received. 

(2) Credit Giver, or the thing given. 

(3) Debit Losses, credit Gains. 

(4) Every Debit must have a corresponding Credit. 

The last so-called rule is better considered as part of the 
theory of double entry rather than as a rule for journalising. 

From the point of view of the transactions, the Rules 
may be stated thus— 

(1) Debit the thing received and credit the Giver. 

(2) Debit the Receiver and credit the thing given. 

(3) Debit what comes in and credit what goes out. 

(4) Debit Losses, credit Gains. 

From the point of view of the accounts, the rules may be 
stated in this way— 

(1) Personal Accounts—debit Receiver, credit Giver. 

(2) Real Accounts—debit the thing received, credit the 

thing given. 
(3) Nominal Accounts—debit Losses, credit Gains. 


Example 1.—(Rule 1 as stated the second way)— 


Bought Goods of Brown—Goods Dy., Brown Cr. 
Received Cash from Smith—Cash Dy., Smith Cy. 


Example 2.—(Rule 2, as stated the second way)— 


Sold Goods to Smith—Smith Dy., Goods Cy. 
Paid Brown Cash—Brown Dy., Cash Cr. 


Example 3.—(Rule 3, as stated the second way)— 


Bought Goods for Cash—Goods Dy., Cash Cr. 
Sold Goods for Cash—Cash Dy., Goods Cr. 


Example 4.—(Rules 3 and 4, as stated the second way)— 


Paid Trade Expenses in Cash—Trade Expenses (loss) Dy., Cash 
(goes out) Cr. 

Received Cash for Commission—Cash (comes in) Dr., Commission 
(gain) Cr. 


The Rules for Journalising, it should be noted, apply only to 
transactions, and not to closing entries or other transfers, 
which are merely paper entries. 

Example.—Journalise the following transactions and post 
same to Ledger Accounts. 
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WASTE BOOK. 
LO 
Jan. 1 | R. Smith commenced business with Cash || 1,000 
4 | Bought Goods of T. Phillips 156 | 15 | 6 
6 | Sold Goods to J. Rogers 56 | 10 
8 | Paid T. Phillips Cash 150 
» | And was allowed discount. . Ql) Wei) 
13 | Received Cash from J. Rogers 56 | 10 
14 | Bought Goods for Cash 60 | 12) 6 
16 | Sold Goods for Cash AS" | 9) eS 
18 | Sold to J. Rogers Goods valued at 26 | 14] 11 
20 | Bought of T. Phillips Goods ee 140 | 16 
24 | Sold Goods to B. Brown .. 23) 13 | 8 
x, is iy) a CaCottee 20 | 16} 7 
3 se pn liaekogersie. 56 | 15 
26 | Received from B. Brown Cash 23 | 13] 8 
28 | Received from J. Rogers Cash 25 
,, | Allowed him Discount .. Hole be Na) 
30 | Paid T Phillips Cash on account . 100 
31 | Paid Rent 4 26 20 
MF » Wages 15/10] 6 
es pe ekey: Expenses for month . 9 | tO 8 
(67) 
JOURNAL. Dr. Cr. 
190 
Jan. 1 | Cash A/c (receives) ° 157 || 1,000 
To R. Smith aie Aje 
(gives) .. 156 1,000 
4 | Goods A/c (receives) Jal Los 156 |15) 6 
To T. Phillips (gives) ..| 159 156 |15) 6 
6.) Jia Rogers! a. Eye .-| 160 56 |10 
To Goods i mePLOS 56 |10 
Sui ebillips er ae --| 159 156 |15) 6 
ToCash .. “ie sol, ey) 150 
,, Discount oe .-| 163 6 |15] 6 
13 | Cash an sol, Los 56 |10 
ont Rogers ae .-| 160 56 |10 
14 | Goods ne 50 -.| 158 60 |12) 6 
To Cash .. oe cel) Lye) 60 }12| 6 
16 | Cash 5 20 6] iey/ 43) 9) 6 
To Goods" 2 AOS 43 | 9) 6 
Carried forward ae 1,530 |13 1,530 |13 
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JOURNAL (cont.) Dr. Cr. 
Brought forward 1,530 |13 1,530 |13 
Jan. 18 | J. i a - 160 26 {14/11 
To Goods 158 26 |14/11 
20 | Goods 158 140 |16 
Mos. Phillips 159 140 |16 
24 | B. Brown 161 2313! 8 
€.. Coffee 162 20 |16) 7 
J. Rogers 160 56 |15 
To Goods 158 101] 5| 3 
26 | Cash 157 23 (13) 8 
To Bs Brown 161 23 |13) 8 
28 | Cash 157 25 
Discount Se 163 1 |14)11 
To J. Rogers 160 26 14/11 
30 | T. Phillips 159 100 
To Cash 157 100 
31 | Rent 164 20 
Wages 165 15 |10) 6 
Trade Expenses 166 9 |10) 8 
To Cash 157 45 | 1 2 
Total 1,994 |18)11|| 1,994 |18}11 
Ledger. 
Dr. CAPITAL ACCOUNT. ) 
Th: 
Jan. r | By Cash -+|67)| 1,000 
Dr. * Cr. 
ae ‘ Ole Bre 

Jan, t | To Capital... 67|| 1,000 Jan. 8 ae reas -|67|)) 150 
iTS on Js ROBES 67 56 |ro Spoxal . (67 60 |12| 6 
get’ y3. GEOOUS Ai, 67 43 | 9) 6 bor SOM ws aie Phillips --|67|| roo 
» 26| ,, B. Brown 67 23 |13| 8 » 31 | ,, Sundries -|67 45| 1} 2 
» 28 | , J. Rogers 67 25 
De. GOODS “_ 
Toe. IQ.. 

Jan. 4 | To T. Phillips 67|| 156 |\15| 6 Jan. 6 | By J. Rogers . |67] 56 |ro 
peed Cash ons 67 60 |12| 6 We LO ys) GCASiiigna walO7 43| 9| 6 
»» 20 | », XL. Phillips 67|| 140 |16 » 18 | ,, J. Rogers 67 26 |r14/11r 

» 24 | ,, Sundries 67 Tor | 5] 3 
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Dr. T. PHILLIPS. (x39) 
TObe 19.. 
Jan. 8 ToCash .. .-|67/| 150 Jan. 4| By Goods .. + .|67]} 156 |15! 6 
», Discount 267, GES POR Rs 20 ee, edowter., -./67]| 140 |16 
yy Cashes. tel OZ 100 
on J. ROGERS. ey 
19.. IOs. 
Jan. 6 | To Goods .. -|67 56 |10 Jan.13 | ByCash .. + 167 56 |r0 
Fe en lop, - (67 26 \14\tIrf ,, 28 | ,, do. + (67 25 
» 24| 4, do. --|67]) 56 |r5 »» » | »» Discount - -|67 r |r4rx 
ae B. BROWN. co 
9... Toes 
Jan. 24] To Goods .. < -|67 23 |13 | Jan. 26) By Cash .. » (67 23 |13| 8 
6 
Ne C. COFFEE. oe) 
19.. 
Jan. 24) To Goods .. + (67 20 |16| 7 : | | 
es DISCOUNT. Se 
———=——_—_—T{[| 
19.. 19.. 
Jan. 28} To J. Rogers eelO7 I |14 x Jan. 8 | By T. Phillips. Jer 6|15| 6 
Me RENT. oe 
19 1 
Jan. 31} To Cash .. nlO7, 20 | Oo] oO, | | 
6 
WAGES. sel 
19 
Jan. 31] To Cash .. - -|67 15 |r0| 6 | 
a TRADE EXPENSES. ee) 
TON 
Jan. 31; To Cash ..  -|67 Q |I0} 8 | 
| 


Combinations or Collective Entries.—Where there are several 
transactions on the same day with the same account, separate 
entries need not be made for each. They should be collected 
or combined into one, thus lessening the number of entries 
to make and likewise the number to post. Such entries as 
those on the 8th, 24th, 28th, 3lst, are called combinations or 
collective entries. Instead of making three entries to the 
Goods Account on the 24th, one combined entry, crediting 
the Goods Account with the total, is a great saving of time 
and labour. Again, on the 3lst, one collective entry crediting 
Cash with the total is quite sufficient. 
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Narration.—This term signifies the remarks written under 
each Journal entry. The note so made is either a concise 
account of the transaction, or a brief explanation of the 
transfer or whatever it may be, the raison d’étre, so to speak, 
of the entry itself. With the modern use of the Journal, 
narrations become imperative. For examples of these see 
Adjustments, Bad Debts, Closing Entries, Company, etc. 

Posting Journal to Ledger.—Every Account mentioned in 
the Journal must be opened in the Ledger, but only once, 
one Goods Account, one Cash Account, and so on. The 
entries in the Journal must then be posted or transferred to 
their proper accounts in the Ledger, all Cash transactions 
to the Cash Account, all Goods transactions to the Goods 
Account, and so on. The Accounts which are debited in the 
Journal must be debited in the Ledger, and the Accounts 
which are credited in the Journal must be credited in the 
Ledger ; we do not, as in the case of a Cash Book, reverse 
the sides. The Cash Book is a Ledger Account, the Journal 
is not. In posting, the word “ To” is used on the debit 
side of the Ledger Accounts, and the word “ By” on the 
credit side. The Accounts whose amounts are in the first 
column of the Journal are said to be “ Debtor to”’ those 
Accounts whose amounts are in the second column. And 
the Accounts whose amounts are in the second column are 
said to be “ Creditor by”’ those Accounts whose amounts are 
in the first column. The name of the Account must not appear 
in the account itself; for an Account cannot have a trans- 
action with itself, it can only have a transaction with some 
other Account. A transaction is an exchange of value; 
and an exchange implies two accounts or two persons. It 
is a very common mistake of students, however, to enter the 
word Cash in the Cash Account, Goods in the Goods Account, 
Brown in Brown’s Account, and so on. 

Folios.—These are the page-numbers inserted in the books 
when posting, in order to facilitate subsequent reference if 
necessary. We can thus easily see, in the Ledger, from what 
page of the Journal an entry has come; and, in the Journal, 
we can likewise easily see to what page of the Ledger an entry 
has been posted. In the worked example, the supposed folios 
have been inserted, in both Journal and Ledger, in order to 
make this quite clear. 

“ Sundries.’’—Instead of copying down a lot of items to 
which an account may be debtor, or by which it may be 
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creditor, we simply write “‘ To Sundries,” or “ By Sundries,” 
as the case may be. The term is really an abbreviation for 
“Sundry Accounts.” 

“Sundries To Sundries.’’—This is an ornamental phrase 
much favoured by some accountants when making Journal 
entries. It necessitates, however, the use of two extra lines 
for each Journal entry, without any apparent advantage. 
A variation is sometimes met with, ‘‘ Sundries”’ being written 
only once, and the credit items entered before the debit items ; 
this tends rather to make the entry obscure. For instance, 
in the worked Journal Example, the transaction on the 24th 
January would, by these methods, appear thus— 


First Method— 
JOURNAL. Dr. Cr. 


Lo 
Jan. 24) Sundries 
To Sundries, viz.— 


B. Brown a cn UL 23 |13) 8 ° 
C. Coffee Ob ya) L62 20 |16) 7 
J. Rogers oe --| 160 56 {15 
Goods é sap iets 101 | 5| 3 


for sales made to them. | 


Second Method— 


JOURNAL. Dr. Cr. 
19.. 
Jan. 24 | Sundries 
To Goods.. ae OS TOM Eo 

B. Brown .. < Soll iste! 23 |13) 8 

C. Coffee .. oe we) 62 20 |16) 7 

imeOSCrSmmres on <6|) 160 56 {15 

for sales made to them. 


Classified Journals.—These are Journals which have 
separate columns for constantly recurring Accounts, such as 
Goods, Cash, etc. They effect a great saving of time and 
labour, and afford greater facilities for rapid reference. These 
separate columns in the Journal really form Ledger Accounts, 
which need therefore be posted only in total instead of in 
detail. Other columns are sometimes added, such as Bank, 
Discount, Bills Receivable, Bills Payable, etc. 

Example.—Journalise the transactions in the previous 
example (Waste Book, page 529) in classified columnar 
Journal form, 
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KITES.—(See AccoMMODATION BILLs.) 


LAC (OR LAKH) OF RUPEES.—100,000 Rupees. It is 
written 1.00.000. 

LAND AND BUILDINGS.—These are divided into two 
classes, Freehold and Leasehold. For rates of depreciation, 
and for treatment of alterations and improvements of Pre- 
mises, see under Depreciation and Alterations respectively. 

LANDLORD’S TAX.—Schedule A Tax. 

LAPSE.—A term used in Executorship Accounts to denote 
the falling of a Legacy into Residue, owing to the legatee 
having pre-deceased the testator. 

LAW CHARGES—LAW COSTS.—(See LEGAL EXPENSES.) 

LEASE.—A grant of land or tenements for a fixed period, 
or for life, by one person (lessor) to another person (lessee) in 
consideration ofan annual rent. Sometimes the consideration 
is the payment of a lump sum down, which, in this case, is 
called a Premium on Lease Account, and represents virtually 
pre-paid Rent. Every Lease for a longer term than three 
years must be made by deed. There are three methods of 
depreciating a Lease :— 

(1) By dividing the sum paid by the term of the Lease, 

and writing off this amount each year. 

(2) By the Annuity Method. 

(3) By the Depreciation Fund Method. 

For an example of each of these, see under DEPRECIATION. 
LEASE REDEMPTION FUND.—(See DEPRECIATION.) 
LEASEHOLD PROPERTY.—Lands or tenements which 

are held under a Lease. In Executorship Accounts, leaseholds 

count as personalty, though they are subject to succession 
instead of legacy duty. 

LEDGER.—The principal book of account in double-entry 
book-keeping. In Italian it is called le Libro = the book; 
in French /e grand livre =the great book; in German 
das Hauptbuch =the main or chief book. The English 
word seems to be derived from the Old Dutch legge from 
leggen = to lie. It contains, in a summarised and classified 
form, the whole of a trader’s transactions as per the subsidiary 
books or books of original entry. The Cash Book, as has 
been previously mentioned, is merely a part of the Ledger 
bound separately for the sake of convenience. If we wish to 
refer to our transactions with—say—B. Brown, we do not 
have to trace them all through the subsidiary books; we 
simply turn to B. Brown’s Account in the Ledger, where we 
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find a condensed record of all our different transactions with 
him. The same remark applies to other accounts, impersonal 
as well as personal. If we desire to see what plant and 
machinery we have purchased during the last few years, we 
do not search for such items all through the various books, 
but merely refer to the Plant and Machinery Account in the 
Ledger, which will give us the necessary information very 
quickly. Again, if we want to ascertain what wages have 
been paid for the last period or so, instead of looking all 
through the Cash Book, we just turn up the Wages Account 
in the Ledger, and there we can get immediately the informa- 
tion we require. Thus we see, the Ledger is really a book in 
which all the trader’s transactions “‘ lie” ready for reference. 

Subdivisions of the Ledger.—For the sake of convenience the 
Ledger in modern offices is subdivided as follows— 

Bought or Purchases Ledger, containing the Creditors’ 
Accounts. 

Sold or Sales Ledger, containing the Debtors’ Accounts. 

Impersonal or General Ledger, which contains the real and 
nominal accounts. It is sometimes called the Nominal 
Ledger, though this is not correct unless it contains only 
accounts representing gains and losses. 

Private Ledger, containing the Capital and Drawing 
Accounts of the partners, also the Profit and Loss Accounts 
and Balance Sheets of the different trading periods. 

The above are the usual subdivisions of the Ledger. In 
some businesses, however, there are Agents’ Ledgers, Consign- 
ment Ledgers, Bills Receivable and Payable Ledgers, Branch 
Ledgers, Loan Ledgers, Investment Ledgers, Columnar or 
Tabular Ledgers, etc., each firm introducing different kinds 
in order to suit its own special needs. 

Sectional Division of Ledgers.—Where the Sales Ledgers 
and Bought Ledgers are very numerous, they are divided 
into sections (a) alphabetically as A-K, L-R, S-Z ;_ (b) geograph- 
ically as Town, Country, Foreign, (c) departmentally either by 
letters or names as A Dept., B Dept., C Dept., or Drapery 
Dept., Hosiery Dept., Outfitting Dept., etc. 

Index.—Ledgers generally contain an index at the beginning 
of the books lettered A-Z, in order to facilitate reference to 
accounts in it. The name of each account is indexed under 
that letter of the alphabet which commences the surname 
or other distinctive name of the person, firm, etc., concerned. 
Card Indexes are also utilised, a separate card being used for 
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each person’s name, and the cards kept together in a tray. 
They save the book-keeper the trouble of rewriting the Index 
when full; and they also facilitate the addition of new 
names without putting the others out of order. 

Rulings of Ledgers.—The rulings of Ledgers are numerous 
and varied. The commonest types have rulings for date, 
particulars, folio, and amount. Some of these have only one 
money column each side, others have two. Double money 
columns are necessary where accounts have to be kept in 
currency as well as in sterling ; they are also used to facilitate 
the ruling off of accounts as and when they are paid. 
Examples of the use of double money columns will be found 
under Foreign Currency Accounts. 

Balancing and Ruling Off.—There is no hard and fast rule 
for balancing Ledger Accounts. Some firms balance monthly, 
when they render their statements monthly ; others balance 
quarterly, when they render their statements quarterly. 
Some have the Ledgers balanced, and the balances brought 
down, each month in support of the monthly Trial Balance 
which is taken out to prove the books. Other firms will not 
have the Ledgers balanced at all until the end of the year, 
although many parts of the account may have been settled ; 
the object of this is to enable the firm to see the annual 
turnover in respect of each customer. Three examples follow 
in order to illustrate the different methods. 


Example 1— 
Dr. B. BROWN. Cr. 
Ions 19.. ‘ 
Jan. rz | To Goods ate ..|| 27|16\1r | Feb, 7 | By Cash ah ool 26) O} F 
, eA ae Pah DISCOUR tara. os 1] 7|r0 
27/16|II 27\16|IL 
Feb. 8 | To Goods BS as 55| 4 9 | Mar. 15 | By Cash ate pd 50 
Micire23i | tes meee <G vail (OZiZOl SO: tyApre I | %5, 45 aie ..|| 60 
Fiore, %o) |) Ay. 83 ae 3 Fae T2U\ee, se ays ca 50 19 . 
May 1 98) 5 une 12 ; att -.{] 126/11 
ae oe srt ae a Discount es 6 2 
343] 4] 5 343] 4] 5 
June 13 | To Goods 65| 31 9] July 15 | By Cash 60 
uly exes mess Zelezhesi t-Aug, LOl ll yy 45 20 
RUPEE A Yen I-95 TAINO S) BSepte LT Wiss,  t55 10 
SEN 2O) | Tee PE 2ITO Oct IS | 4 4s 50 f 70 
Oct F831 — sso es SGlN Si As Ny NOV: 20) i555 G5 as alle 50 
Nove2tvli ism > 87] 4| 2 | Dec. 13] 5, 9» ae ..|]| x20] 6]r0 
oh » Discount .. ae 5/16] 2 
326) 3 326] 3 
Dec. 15 | To Goods a «-||_ 28) 3itr 
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The foregoing example is very clear as regards the different 
parts of the account settled, but it does not show the 
turnover for the year. 


Example 2— 
Dr. B. BROWN. Cr. 
1Q.. LQhs 
Jan. 11 | To Goods ote --|| 27|x6\11] Feb. 7 | By Cash ae --|] 26) og] £ 
Bebee Onl shoe Ae é 55| 4| 9 Ae agil igy) LSCOUILE és 1| 7|r0 
Marsr2sulias, os; 67\10| 8{ Mar. 15 | ,, Cash ny, cial} @ 5Q| 
ADT ZOO sameness 122) «3.60 Apr. DTH oy. gs ae «|| 60 
MAY SiN sah cs 98} 5) OF May 121 4, 55 ne ««|| TOO! 
Famers, lhss bios 65) 3} Of June z2 | » — oa «-|| 126|11] 3 
A fuel Zieh beers Wa 28] 2| 3 teedr » Discount .. ote 6|13] 2 
PANIES || oie enee ‘ 14| 6| 8] July 15 | ,, Cash nie ajelt 60) 
BERG ZO lucds Piles ig 75| 2\n0§ Aug. 16] 4, 355 oe sell 20 
Wess 5; on 56! 31 4] Sept.17 |] » » > eel} ZO 
Nov, 21 Tie en 87 4! 2 Ost, 28 bse ews a4 a 70 
DEC. 5. ayes ie 28) 3irr} Noy. 20] ,, 5, A Salt 50 
DEG EST iyo, 53 »=|| Tro} 6|r0 
Bee ne Ney DSCOURE seis ee 5\16| 2 
» 32 | », Balance c/d «|| 28) 3\rz 
725| 8) 3 : 725| 8) 3 
1Q.. 
Jan. 1 | To Balance b/d {| 28} 3irx | 


The above method shows very clearly the annual turnover, 
though it is anything but clear respecting the cash settlements 
of different portions of the account. 


Example 3— 
Dr. B. BROWN. Cr 
TOa0 19.. 
Jan. 1x | To Goods ..|/ 27|16|rx|/ 27|r6\11} Feb. 7] ByCash ..|| 26] 9/ x 
Feb. Sl: .5 oes 55|°4| 9|——|— ee hinw. somscount, I) 7|\ro|| 27)16|rx 
Mar. 23 | ,, PA 67|10| 8 Mar. 15 | 5, Cash .a|| $0 SS 
Apr, 20) || +45 A ¥22| 3] 6 Apr. BE |) s55 Gs 5 60 
May 15] » » 98) 5] 6]| 343] 4 5) May 12] ,, ,, Too! 
June 13 | ,, “5 65] 3] o|\——=|—|—] Juner2} ,,_ ,, «|| r26/rz} 3 
Pualy Ta ep 28) 2) 3 1» | » Discount 6,13] 2!) 343) 4] 5 
Aug. 17 | ,, Fr r4| 6] 8 July 15 | ,, Cash “|| 60 — =| 
Sept. 20 | ,, ry. 75| 2|Lo ANB OIG 5 mail|) ee 
Oct. 18 | ,, ,, 56) 3) 4 Sept.17] 5, 4 10 
Nove 205) 4, is 87] 4| 2/| 326) 3 OCES TS Ry eee Jo 
Dec, 25). 4, 28) 3]r¥| {ool Nov.i20 |) 55 9 55 50 
Deos TS! s; |} Io} 6/x0 
re At », Discount 5/16] 2|| 326) 3 
» 31 | 5», Balance === 
cfd ..|| 28] 3)/rz 
725) 8) 3 725) 8| 3 
TO. 
Jan. 1 | To Balance 
Did) 0. 28) 3/11 
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This last way seems to combine the advantages of the other 
two methods, showing both turnover and the different periods 
of settlement. 

LEGACY.-—A Legacy is a gift of personalty made by will. 
Legacies are of three kinds, general, demonstrative, and 
specific. 

A General Legacy is a gift out of the general funds of the 
estate, as “I leave my friend W. Marshman £1,000.” 

A Demonstrative Legacy is one payable out of a particular 
fund or portion of the estate, as ‘I leave my old friend, T. 
C. Jones, £2,000, payable out of my £5,000 Consols.” If 
after the testator’s death it is found that the particular fund 
has ceased to exist, the Legacy is not lost, but becomes a 
general legacy, payable out of the general funds of the estate. 

A Specific Legacy is a gift of some particular portion of the 
estate itself, as ‘I leave my old friend, T. Bayes, my col- 
lection of china.” Specific legacies are subject to ademption, 
that is, they may be disposed of in the testator’s lifetime. 
In such cases the legatee loses his legacy. Specific legacies 
are usually left free of duty, for the duty cannot be collected 
by deduction as in the case of pecuniary legacies ; otherwise, 
however, the executor must obtain the duty from the legatee 
before handing over the legacy. 

Contingent and Vested Legacies.—Another important 
division of legacies is into vested and contingent. A Vested 
Legacy is one which the legatee is to have in any event, 
although the time of payment may be postponed. The 
legacy in such cases vests in the legatee immediately on the 
death of the testator. A Contingent Legacy is one that 
is dependent on the happening of a certain event, such as 
the legatee attaining a certain age. 

Lapse.—Legacies lapse, 1.¢., fall into residue, if the legatee 
dies before the testator. The two exceptions are— 

(1) Where the deceased legatee was a child of the testator 
and has left issue. In this case the legacy goes as 
if the legatee had died immediately after the testator. 

(2) Where the legacy is charged on land, it does not lapse, 
but ceases to be payable, to the benefit of the realty 
itself. 

Payment of Legacies.—The Executor is allowed one year in 
which to settle the debts and pay the legacies. After this 
time, the legacies carry interest at the rate of 4 per cent. per 
annum. Creditors and Legatees may, however, sue the 
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Executor before the expiration of the year. Legatees may 
also be called upon to refund their legaciesin order to discharge 
any debt of which the executor was previously ignorant. 

Interest on Legacies.—Legacies bear interest as mentioned 
above. In the following cases they bear interest from date 
of testator’s death— 

(a) Specific legacies. 

(0) Legacy in satisfaction of a debt. 

(c) Legacy to a child for its maintenance. 

(d) Legacies charged on real estate. 

The rate of interest is generally 4 per cent. 

Abatement of Legacies.—If after payment of testamentary 
expenses, estate duty, and creditors, there is an insufficiency 
of assets to pay the legacies, the latter must abate part passu, 
1.é., be proportionately reduced. The general pecuniary 
legacies (including annuities and legacies in satisfaction 
of debts) must first abate among themselves. When the 
General Legacies Fund is exhausted, then the specific and 
demonstrative legacies must abate proportionately among 
themselves. Specific devises also abate with them. 

Executor’s Legacy.—An executor has no priority for his 
legacy, which also abates with the others if necessary. He is 
not entitled to any remuneration at all for his services unless 
the will provides otherwise. 

Annuities—A legacy sometimes takes the form of an 
annuity for the legatee’s lifetime. If the will does not 
contain specific instructions, it may be provided by any of 
the following means— 

(a2) By purchase out of Capital, from a Life Assurance 

Company, or the Government. 
(b) By payment out of the general Income of the estate. 
(c) By “ear-marking”’ special Investments, and paying 
the annuity out of the interest received, retransferring 
the investments to the general estate on the death 
of the annuitant. 
Legacy Duty is payable on annuities the same as on other 
legacies. The duty is levied on the Capital cost, if purchased, 
and on the present worth (as per Government tables) if 
payable out of income, and may be paid by four annual 
instalments. Income tax will be deducted on each payment 
of the annuity. 

Legacy Duty.—Legacy duty is payable on all bequests of 

personalty (except leaseholds) and on donationes mortis 
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causd. The rates of duty, which depend on the degree of 


relationship to the testator, are as follows— 
Per cent, 

Husband, Wife, lineal ascendant, (2.e., father, mother, 

grandfather) or descendant, (7.e., child, cae 

or their husbands or wives. 1 
Brothers and Sisters, or their descendants, or their 

husbands or wives 
Uncles and Aunts, or their descendants, ‘Or their 


husbands or wives 10 
Great Uncles and Great Aunts, ‘or their descendants, 

or their husbands or wives. of x 10 
All other kindred, or strangers in blood 36 sis 10 


The one per cent. duty is ot payable in the following cases— 

(a) Where the principal value of the property in respect 
of which estate duty is payable does not exceed 
£15,000, whatever may be the value of the legacy or 
succession. 

(0) Where the value of the legacy or succession together 
with any other legacies or successions from the 
testator does not exceed £1,000, whatever may be 
the principal value of the property. : 

(c) Where the person taking the legacy or succession is 
the widow or child under 21, and the amount or value 
of the legacy or succession together with any other 
legacies or successions from the testator does not 
exceed £2,000, whatever may be the principal value 
of such property. 

Exemptions from Legacy Duty.—The following are exempt 

from legacy duty— 

(a) Legacies to any of the Royal Family. 

(6) Where the total value of the estate is under £100. 

(c) Where the gross value of the estate, upon which the 
fixed duty has been paid, does not exceed £500 ; 

(ad) Where the net value of the estate, upon which either 
the fixed duty or estate duty has been paid, does 
not exceed £1,000. 

(e) Specific legacies to public bodies for preservation and 
not for sale. 

Taking through husband or wife.—Where the legatee’s 
husband or wife is of nearer relationship to the testator than 
the legatee, the latter will take through such husband or wife, 
and pay only the rate of duty applicable had the legacy been 
left to the nearer relation. 

Collection of Duty.—The executor is responsible to the 
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Inland Revenue Authorities for the payment of the Legacy 
Duty, which he is expected to deduct from the legacy. Where 
Legacies are left free of duty, he will still pay the duty, but 
will not recover it from the legatee. Interest is chargeable 
on this duty if not remitted within 21 days of its collection. 

LEGACY IN EXECUTORSHIP ACCOUNTS.—Legacies, 
it should be noted, are not actual liabilities of the estate at 
death. They are an integral part of the estate itself upon 
which duty is payable. The creditors must be satisfied in 
full before legacies can be distributed. A Legacies Account 
. is opened in the Ledger and debited with the payment of the 
pecuniary legacies as per the Cash Book, and also with the 
value of the specific legacies handed over. The Legacies 
Account should also be debited with the payment of the 
Legacy Duty, whether borne by the legatee or the estate ; 
such duty should not be charged to the Testamentary 
Expenses Account. The Legacies Account is closed by 
transfer of the amount to the Estate Account. Legacy 
Duty is a charge against Capital, but interest on legacy duty 
is a charge against Income. 


Example.—S. Smith died leaving the following legacies— 


Mrs. Brown (sister), Household Furniture, valued for estate duty 
at £1,000, left free of duty. 
. Smith (son), £12,000 ; 
. Smith (brother), £4,000 ; 
. Quick (brother-in-law, sister’s husband), £2,000 ; 
. Eagle (cousin), £2,000 ; 
Feathers (father’s cousin), £2,000 ; 
. Good (brother-in-law, wife’s sister’s husband), £1,000. 
: pers and R. Roberts, his executors (strangers in blood), £500 
each, 


VOW > i> 


ry 


After paying all debts, funeral and testamentary expenses, 
and estate duty, the estate realised £18,050. Write up the 
Cash Book and the Ledger Accounts. 

The total of the legacies amounts to £24,000. As the 
available Cash is £18,050, from which must be deducted 
£50 (5 per cent. Duty on Furniture), there will remain only 
£18,000. The legacies must therefore abate proportionately ; 
and each legatee will receive, subject to legacy duty, 
aaah of the amount bequeathed to him by the 
will. 

542 


LEG] DICTIONARY OF BOOK-KEEPING [LEG 


Dr. CASH BOOK. Cr. 
To Balance ee 18,050 By Legacies A/c— 
A. Smith— 
$ of 12,000..|| 9,000 
Less Duty 1% 90 
——|| 8,910 
F. Smith— 
# of £4,000 ..|| 3,000 
Less Duty 5%||.. 150 
——|| 2,850 
A. Quick— 
2 of £2,000 ..]| 1,500 
Less Duty 5% 75 
“l=—|) £5425 
B. Eagle— 
# of £2,000 ..|| 1,500 
Less Duty 10% 150 
C, Feathers— 
} of £2,000 ..|| 1,500 
Less Duty 10% 150 
1h Es 300 
D. Good— 
# of £1,000 .. 750 
Less Duty 10% 75 
Peis 675 
P. Peters— 
foff500 ..|| 375 
Less Duty 10% 37|10 
—|— 7\L0 
R. Roberts— < he 
Zoff{500 .. 375 
Less Duty 10% 37|r0 
lel alle e 387/10 
Legacy Duty— 
As above... 765 
On Furniture 
to Sister 5% 
£1,000 50 50 
—|— 815 
18,050 18,050 


(See also next page.) 


LEGAL ASSETS.—(See MARSHALLING OF ASSETS.) 

LEGAL EXPENSES.—These consist of law charges, 
solicitors’ fees, etc., in connection with recovery of debts 
and other actions at law. A separate account is opened for 
these expenses, and closed ultimately by transfer to Profit 
and Loss. In some cases, such as the purchase of land and 
buildings, these expenses are capitalised, 7.¢e., added to the 
cost of the property acquired. In the Double Account 
System, Law Costs in promoting special Acts of Parliament, 
etc., appear in the Capital Account. 

LEGAL TENDER.—This term signifies the current coins or 
paper money which a creditor is lawfully obliged to accept 
in payment ofadebt. By the Coinage Act, 1870, they are— 

(1) Gold, of the full weight, to any amount. 
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Ledger. 
Dr. LEGACIES. Cr. 
To Household Furniture By Estate Account 19,050 
left free of duty t 
Sister ae ++|| 1,000 
», Cash— 
A. Smith £9,000 
Less Duty 1% go 
8,910 
F. Smith £3,000 
Less Duty5% 150 
2,850 
A. Quick £1,500 
Less Duty5% 75 
1,425 
B. Eagle £1,500 
Less Duty 10% 150 
1,350 
C. Feathers {£1,500 
Less Duty 10% 150 | 
1,350 
D. Good €750 
Less Duty 10% 75 
675 
P. Peters £375 090 
Less Duty 
10% 37 10 0 
a aS 337|T0 
R. Roberts £375 00 
Less Duty 
10% 37 10 0 
7 SS 337|10 
», Legacy Duties— 
As above £765 
On Furniture 5% 50 
(— 815 
19,050 19,050 
Dr. HOUSEHOLD FURNITURE. Cr. 
To Balance 1,000 | By Legacies Account | 1,000) 
Dr. ESTATE ACCOUNT. Cr. 
To Legacies Account _ 19,050 | | By Balance ++|| 19,050 


(2) Silver up to forty shillings ; 

(3) Bronze coins (pence and halfpence) up to one shilling, 
farthings up to sixpence. 

(4) Bank of England Notes, in England and Wales, for 
any amount excecding £5. They are not legal 


544 


LEG] DICTIONARY OF BOOK-KEEPING [LIE 


tender, however, in Scotland or Ireland, or at the 

Bank itself. The Bank is bound to pay such notes 

in gold on demand. 
From the use of the word exceeding, it follows that a Bank of 
England Note for £5 is mo¢ legal tender for a debt of exactly 
£5. And since cheques are not mentioned in the above list, 
a cheque is not legal tender. No person can be compelled 
to give change. Gold coins before the reign of Queen Victoria, 
and foreign coins, are not legal tender. The gold coinage of 
colonial mints is made legal tender in the British dominions 
by Royal Proclamation. Treasury Notes of £1 and 10s. are 
legal tender for any amount. . 

LEGATEE.—A person to whom personalty is left by will. 
The terms “legacy,” “ legatee,’ and “ bequeath” apply, 
strictly speaking, only to personalty, as opposed to the terms 
“ devise”? and “‘ devisee,’’ which refer properly only to realty. 

LESSEE.—(See LEASE.) 

LESSOR.—(See LEASE.) 

LETTER OF ALLOTMENT.—(See Company.) 

LETTER OF APPLICATION.—(See Company.) 

LETTER OF HYPOTHECATION.—(See DocuMENTARY 
BILL.) 

LETTER OF REGRET.—(See Company.) 

LETTERS OF ADMINISTRATION.—The document given 
by the Court to an administrator, which authorises him to 
deal] with the estate of a deceased person who has left no will. 

LETTERS PATENT.—The term applied to the Government 
document conferring a patent. 

LIABILITIES.—Debts of a person, firm, or Company. 

Contingent Liabilities—(See CONTINGENT.) 

Fixed Liabilities—(See DouUBLE ACCOUNT SYSTEM.) 

Floating Liabilities.—-(See DouBLE ACCOUNT SYSTEM.) 

Gross Liabilities.—(See STATEMENT OF AFFAIRS.) 

Net Liabilities—(See STATEMENT OF AFFAIRS.) 

LIABILITIES ON BILLS DISCOUNTED.—(See StTaTE- 
MENT OF AFFAIRS.) 

LIABILITY.—A debt or obligation. 

Limited Liability.—(See CoMPANY.) 

Unlimited Liability.—(See CoMPANy.) 

LIABILITY OF CUSTOMERS FOR ACCEPTANCES.— 
(See ACCEPTANCES ON BEHALF OF CUSTOMERS.) 

LIEN.—This is a legal right which a person has over goods 
which do not belong to him. Liens are divided into possessory 


545 
18—(1388) 


LIE] DICTIONARY OF BOOK-KEEPING [LIF 


and non-possessory, and are either general or particular. 
There are also maritime liens. 

A Possessory Lien is the right of a person to hold another’s 
goods in his possession until the other person pays his debt. 
A Non-possessory Lien is the right of a party to call upon the 
law to apply another person’s property (not in the former’s 
possession) in discharge of a debt. This is sometimes called 
an Equitable Lien. 

A General Possessory Lien covers general indebtedness, as 
in the case of an agent who holds any goods of his principal. 
The agent may retain the goods until the general balance 
of account , between themselves is settled. A Particular 
Possessory Lien is a hold on some specific article in connection 
with which the claim arises ; for instance, a carrier who has 
had goods delivered to him for transport, can retain such 
goods until his charges are paid. A possessory lien does 
not give the holder any right to deal with the goods. He has 
no right of sale, unless such goods are perishable. 

A Maritime Lien is a hold on a ship for claims against it, 
such as damages for collision, seamen’s wages, salvage, etc. 

LIFE ANNUITIES.—Those which are payable during 
people’s lifetime, either for the person’s own life or for the 
joint lives of himself and wife. They may be either immediate 
or deferred. 

LIFE ASSURANCE.—(See AssSURANCE.) 

LIFE OF AN ASSET.—(See DEPRECIATION.) 

LIFE POLICY IN PAYMENT OF A DEBT.—Life policies 
are frequently accepted in payment of debts, and the method 
of treating them in the books of account varies considerably. 
In some cases the policy is surrendered, and the amount 
received is credited to the Debtor’s Account, the difference 
being written off as a bad debt. In other cases the annual 
premiums are kept up, and the policy thus prevented from 
lapsing. A Policy Account is then opened and the amount 
of the debt transferred to it. This Account is debited with 
the payment of the annual premium, and should be maintained 
at surrender value of the policy. To effect this, the difference 
each year between the amount of the Account and the surren- 
der value of the Policy must be reserved, out of profits, and 
placed to the credit of a separate account. 

Example.—R. Roberts, being unable to pay B. Bastien 
his debt of £1,200 10s. 6d., makes an assignment to him on 
Ist Jan.,19.., of his Life Policy for £2,000 (without profits). 
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The policy matures at the age of fifty-five, or death, if that 
take place previously. The annual premium to keep the 
policy in force is £100, payable in March, which B. Bastien 
resolves to continue. The surrender values for the current 
and following years are £715, £765, £830, £910, and £1,005 
respectively. R. Roberts dies just before the end of the sixth 
year, and the policy money, £2,000, is duly received. Write 
up the necessary Ledger Accounts in B. Bastien’s books. 


In B. Bastien’s Ledger. 


Dr. R. ROBERTS. Cr. 
19.. 19.. 
Jan. x | To Balance due 1,200/10] 6) Jan. t | By Life Policy A/c ee 6 
Dr. LIFE POLICY ACCOUNT. Cr. 
Year Year 
1 |ToR. Roberts’ Account}! 1,200 |ro| 6 1 | By Balance c/d -+|] 1,300 |ro] 6 
», Cash (Premium) .. 100 
1,300 |10] 6 1,300 fol 6 
2 | To Balance b/d .-|| 1,300 |r0] 6 2 | By Balance e/d «|| 1,400 |r0]6 
», Cash ae as 100 
1,400 |10| 6 1,400 10| 6 
3 | To Balance b/d «|| 1,400 |ro] 6 3 | By Balance c/d «|| 1,500 |10] 6 
», Cash ate a 100 
1,500 |10|} 6 1,500 10} 6 
4 To Balance b/d «|| 1,500 |10) 6 4 By Balance c/d «|| 1,600 |ro] 6 
», Cash de aie 100 
1,600 |10) 6 1,600 |ro| 6 
5 | To Balances b/ ..|| 1,600 |ro} 6 5 By Balance c/d -+|| 1,700 |r0} 6 
x, Cash ae Ae 100 
1,700 |10] 6 I,700 |1o} 6 
6 | To Balance b/d --|| 1,700 |ro| 6 6 | By Cash 56 . «|| 2,000 
», Cash oe a 100 
» Profit and Loss .. 199 | 9] 6 
2,000 2,000 
ee 11 era acasoeed bere keen 
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Dr. LIFE POLICY RESERVE. Cr. 
Year Year 
r | To Balance c/d --|| 585 |r0] 6 x | By Profit and Loss 
(£1,300 ros. 6d,— 
£715) ob «|| 585 |ro] 6 
585 |10| 6 585 |10| 6 
2 | To Balance c/d -«|| 635 |r0] 6 2 | By Balance b/d oe 585 |10| 6 
(£1,400 10s, 6d.— », Profitand Loss .. 50 
£765) hg 
635 |10| 6 635 |I0) 6 
3 | To Balance c/d --|| 670 |xro| 6 3 | By Balance b/d aoc 635 He 6 
(£1,500 ros, 6d.— », Profit and Loss .. 35 | 
£830) -- —- 
670 |10| 6 670 |10 6 
4 | To Balance c/d -.|| 690 |ro} 6 4 | By Balance b/d 30 670 |r0| 6 
(£1,600 ros. 6d.— », Profitand Loss .. 20 
£910) 
690 |ro| 6 690 |10| 6 
5 | To Balance c/d ..|| 695 |x0] 6 5 | By Balance b/d ..|| 690 |x0| 6 
(£1,700 tos. 6d.-— », Profitand Loss .. 5 
£1,005) —— —— 
695 |10| 6 695 |r0} 6 
6 | To Profit and Loss ..|} 695 |ro| 6 6 | By Balance b/d ..|| 695 |ro} 6 
| 


LIFE-RENTERS.—(See LirE TENANT.) 

LIFE-TENANT.—A person who enjoys, during his lifetime, 
the income from real estate. In Scotland such persons are 
called Life-Renters. On the death of the life-tenant, the 
estate goes to the Remainderman, likewise called the Rever- 
sioner. Both terms are also commonly used in reference to 
personalty. ; 

LIMITED AND REDUCED.—(See REDUCTION OF CAPITAL.) 

LIMITED BY GUARANTEE.—(See Company.) 

LIMITED LIABILITY COMPANY.—(See Company.) 

LIMITED PARTNERSHIP.—This is a partnership formed 
under the Limited Partnership Act, 1907. There must be 
one or more persons, called general partners, to be liable 
for all debts and obligations of the firm, and one or more 
persons called limited partners, who will not be liable for the 
debts and obligations of the firm beyond the amount of capital 
they have agreed to contribute. 

LIMIT OF RISK.—(See AssURANCE—RE-INSURANCES. ) 

LIQUID ASSETS.—(See ASSETS.) 

LIQUIDATION.—(See WinpincG UP.) 
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LIQUIDATOR’S CASH BOOK.—(See under Winpinc UP.) 

LLOYD’S BONDS.—These bonds, which derive their name 
from Lloyd, the counsel who invented them, are issued by 
Railway Companies to contractors for work done. By the 
Mortgage Debenture Act, which these bonds seek to evade, 
a Company cannot borrow more than an amount equal to 
two-thirds of its paid-up Capital. The bonds are ordinary 
promissory notes payable to bearer, and carry interest. 
As between the Company and the first holder they are void, as 
commercial frauds. But a subsequent holder for value, being 
an innocent party, is held by the Courts to be entitled to 
recover both principal and interest. 

LOAN CREDITOR.—A creditor for money lent in contra- 
distinction to a trade creditor, that is, a creditor for goods 
supplied. Also called a Cash Creditor. 

LOAN ON MORTGAGE.—For treatment of these in Exe- 
cutorship Accounts see worked example under this heading, 
and also under Apportionment. 

LOCKE KING’S ACT.—(See Note under REsIDUARY 
ACCOUNT.) 

LOOSE LEAF LEDGERS (CARD LEDGERS).—These are 
gradually superseding the old type of Ledger in a bound 
book. The system is very useful where there is a lot of detail 
work, such as cost accounts and statistical work generally. 
There are, however, not only advantages but also 
disadvantages even with this system. 

The principal advantages are— 

(1) The Ledgers are continuous, as extra leaves or cards 

can be added as required. 

(2) There is no necessity for an index, the cards and leaves 
being in alphabetical order. 

(3) The current ledger need not be cumbered with closed 
or dead accounts; they can be taken out and filed 
separately. 

(4) The labour of opening new ledgers, or making new 
indexes is abolished. 

(5) The work of posting, rendering statements, or taking 
out balances, can be distributed amongst a number 
of clerks, thus enabling it to be done much more 
quickly. 

The principal disadvantages are— 

(1) Cards or leaves may be accidentally or purposely 
destroyed or lost. 
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(2) Fresh cards or leaves may be fraudulently substituted 
for others, in order to prevent corrupt practices being 
discovered. 


(3) Folios cannot be inserted when posting; as, owing 
to the fact that fresh leaves or cards are constantly 
being added, the ledgers themselves have no page 
numbers. 


(4) The uncertainty as to whether such ledgers would be 
accepted as evidence in a Court of law, owing to the 
great possibility of substituting fraudulent cards or 
leaves. ; 


LOOSE TOOLS (LOOSE PLANT AND TOOLS).—For 
the treatment of these on re-valuation, and as regards 
depreciation, see under the latter heading. 


LOSS.—Excess of cost price over selling price. 


Gross Loss.—Excess of purchases and purchase expenses 
over sales, as shown by the Trading Account. 


Net Loss.—(a) Excess of selling expenses over gross profit, 
or (b) the total of gross loss and selling expenses, as shown 
by the Profit and Loss Account. 


LOSS AND GAIN ACCOUNT.—An American term for the 
English Profit and Loss Account, and, strictly speaking, 
a more correct one. 

LOSS OF ASSETS BY FIRE OR FLOOD.—(See Damace, 
also FIRE ACCOUNT.) 


L.$.D.—Letters placed over money columns in English 
currency, thus, £ s. d. They are the initials of three Latin 
words (libra, solidi, denarvi), meaning pounds, shillings and 
pence respectively. 


MACHINE RATE METHOD.—(See DEPRECIATION.) 

MACHINERY.—(See PLant and MacuINERY.) 

MAINTENANCE RESERVE ACCOUNT.—A fixed amount 
of profits reserved each year and allowed to accumulate, in 
order to equalise the yearly charges for repairs and replace- 
ments of plant and machinery. The actual cost of such repairs 
and replacements is then debited to the Maintenance Account 
instead of to Profit and Loss. This prevents large sums being 
debited to Revenue one year, and perhaps trifling sums the 
next. See also this point under DouBLE Account SYSTEM. 
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The balance of this Account each year will be carried to the 
Balance Sheet. 

MANAGEMENT SHARES.—(See Company.) 

MANAGING DIRECTOR’S REMUNERATION—MANAG- 
ING DIRECTOR’S SALARY.—This is the amount payable 
to the managing director for his services. _ If the amount is a 
fixed one, it is charged to the Profit and Loss Account ; SuLat 
is reckoned by means of a percentage of each year’s profits, 
it goes in the Appropriation Account. It should be noted 
that this salary is not preferential in bankruptcy, as the 
managing director is not a servant of the Company. 

MANUFACTURING ACCOUNT.—This is an _ account 
which precedes the Trading Account in the case of a manu- 
facturing firm or company. Its object is to ascertain the 
cost of the article or goods manufactured, and with which 
the company or firm has been trading. The student must 
remember that only the Raw Materials, and expenses con- 
nected with them, go to the Manufacturing Account. Any 
stocks of the manufactured commodity itself would appear 
in the Trading Account. 

Example.—From the following particulars prepare a 
Manufacturing Account for the year ending 31 Dec., 19.. 


Stocks at Ist Jan., 19.. — 
Pig Iron ne ie 30 oe oe 27,500} 2) 6 
Limestone .. ane Ae Se AG iyi) || 78 9 
Coal and Coke sg as aie ae W650) el Onl ett 
Jron Ore Ae ie ote Vo07 5 8 
Purchases during the year— 
Coal and Coke a ae mt ne 28,250] 8 9 
Limestone .. He ae aus Se 3,500 7 8 
Iron Ore : an AG 15,230 3 5 
Sales of Pig Iron during th the year oi SPOS. O7o) |e LOne 82 
Stocks at 3lst Dec., 19. 
Iron Ore oe ap Ae ae Pye 1,250} 6] 9 
EAmestone ss =: at 30 Ac a LOR Seley t 
Coal and Coke aoe ae in aie LO OR a2: 5 
Pig Iron A ae os Ae 37,010 | 16 6 
Expenses during the year— 
Furnace Wages ee sre ate ae 8,950 | 13 4 
Carriage Inwards He bo re rn 2,350] 15 | 6 
Carriage Outwards .. fe 3,375 | 12 | 10 
Repairs and Renewals of Furnaces ed ZZ) LO 9 
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Dr. MANUFACTURING ACCOUNT. Cr. 
19. 19... 
Dec. 31 | To Amounts con- Dec. 31 | By Transfer to 
sumed— Trading A/c 
Iron Ore .. |\15,487 (cost of Pig 
Limestone .. 3,565 Iron pro- 


duced) _.... || 61,879'12) 8 
», Carriage In- 
wards ae 2,350\£ 
» Furnace Wages 8,950|r 
», Repairs and 
Renewals of 


2 
3 
Coal & Coke || 28,800] 7 
5 
3 


FA WO 


Furnaces .. 2,725|10| 9 
| 61,879|12| 8 61,879 12| 8 


Other common terms for the above account are Furnaces 
Account and Working Account. The above information 
would be obtained from the Ledger Accounts of the Raw 
Materials, as under— 


Dr. IRON ORE. Cr. 
IQ.. 19... 
Jan. 1 | To Balance ++ || 1,507} 5| 8{ Dec. 31 | By Stock e/d ae 1,250] 6] 9 
Jan.-Dec.| ,, Purchases e+ || 15,230] 3) 5 rey OR », Transfer to Ma- 
| nufacturing 
| A/c (amount 
consumed) 15,487) 2| 4 
16,737| 9 16,737| 9| 1 
IQs ale 
Jan. r | To Balance b/d .. 1,250] 6] 9 
Dr. LIMESTONE. Cr. 
190.. TO. 
Jan. 1 | To Balance aye 175| 4| 9] Dec. 31 | By Stock c/d as Tro} 8\rr 
Jan.-Dec. Purchases ..|| 3,500) 7| 8 Fath », Lransfer to Ma- 
nufacturing 
A/c (amount 
consumed) 3,505 6 
3,675/12| 5 3,675 ral 5 
IQ.. P ae 
Jan. 1 | To Balance b/d .. 110} 8/11 
Dr. COAL AND COKE. Cr. 
IQ. 1Q.. 
Jan. 1 | To Balance ++|| 1,650/ro|r1 Dec. 31 | By Stock e/d ++|| I,TOo|r2) 5 
Jan.-Dec.| ,, Purchases -+|| 28,250] 8] 9 Ast eae » Iransfer to Ma- 
nufacturing 
A/c (amount 
consumed) || 28,800 3 
29,900|19| 8 29,900 19| 8 
Oc. ea 
Jan. 1 | To Balance b/d ..|! 1,r00/r2|_ 5 ! 
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The Trading Account would contain the other items, 
except the Carriage Outwards, which would go to the Profit 
and Loss Account. Students often experience great difficulty 
in understanding a Manufacturing Account, and constantly 
confuse the items of the latter with those of the Trading 
Account. So, for the sake of clearness, the Trading Account 
is subjoined— 


Dr. TRADING ACCOUNT. Cr. 


A TO. 
Jan. 1 | To Stock of Pig Dec. 31 | By Sales of Pig 
Iron --|| 27,500} 2| 6 Iron -- || 105,675 |r0| 2 
Dec. 3r | ,, Amount trans- Auch », Stock of Pig 
ferred from Iron iste 37,010 |16| 6 
Manufac- 
turing A/c 
(cost of Pig 
Iron pro- 
duced) ..|} 61,879 |12| 8 
SMS, », Profit & Loss 
A/c (gross 
profit) ..]| 53,306 |1zr 


142,686 | 6 


co 


Lala 


142,686 | 6 


For examination work, when pressed for time, the student 
could construct the Manufacturing Account as follows— 


Dr. MANUFACTURING ACCOUNT. Cr. 
1g.. 19.. 
Jan. 1 | To Stocks of Raw Dec. 31 | By Stocks of Raw 
Materials— Materials— 
Iron Ore .. 1,507| 5; 8 Iron-Ore .. 1,250] 6 9 
Limestone .. 175| 4) 9 Limestone .. r1o| 811 
. Coal & Coke 1,650/1o)11 Coal & Coke I,I00|12| 5 
Jan.-Dec.| ,, Purchases of rane a », Balance trans- 
ditto— ferred to 
Iron Ore .. || 15,230] 3] 5 Trading A/c 
Limestone .. |} 3,500] 7| 8 (cost of Pig 
Coal & Coke || 28,250} 8] 9 Iron pro- || 61,879)12) 8 
Dec. 31 | ,, Carriage In- duced) 
wards .. || 2,35a/15] 6 
a » | » Furnace Wages 8,950/13] 4 
ap arel) san kepalrs: amid 
Renewals of 
Furnaces .. || 2,725]10] 9 
64,341| 0} 9 64,341] 0] 9 


This way would, no doubt, be accepted by the examiner, 
but the other way would secure higher marks, as being 
more in accord with actual practice. 

MANUFACTURING CHARGES OR EXPENSES.—These 
go to the Manufacturing Account when a separate one is 
prepared ; but when the Manufacturing Account is combined 
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with the Trading Account under the latter heading, they are 
then debited to Trading Account. They are miscellaneous 
expenses which directly increase the cost of the goods, as, for 
instance, when chemicals have to be purchased for use in the 
manufacturing process. 

MANUFACTURING WAGES.—These are the wages of the 
factory work-people and staff. They are charged to the 
Trading Account when a separate Manufacturing Account is 
not prepared. They are also termed Productive Wages 
and Remunerative Wages. 

MARINE INSURANCE FUND.—A certain amount of 
profits is appropriated year by year and credited to a Marine 
Insurance Fund, which is separately invested and allowed to 
accumulate. All losses and average claims are then debited 
to this Account instead of to Revenue. The credit balance 
of the Account from year to year figures on the liabilities 
side of the Balance Sheet, and the Investments on account of 
it on the assets side. The object of the Fund is to enable 
Steamship Companies to insure their own vessels, instead of 
paying premiums to outside Insurance Companies. When 
the Fund is in excess of contingencies, the surplus is con- 
sidered to be profit, divisible like other profits. The annual 
interest accruing on the Investments is credited to the Fund, 
and is itself invested each year. 

MARITIME LIEN.—(See LIEN.) 

MARSHALLING OF ASSETS.—One meaning of this 
phrase has been explained under Balance Sheet. The other 
meaning is, the order in which an executor must apply the 
legal assets of the estate in payment of the testator’s debts. 
This is as follows— 

1) Personalty generally. 

2) Real Estate devised for payment of debts. 

3) Real Estate not so charged, 7.e., descended to the heir. 

4) Real or Personal Estate devised or bequeathed subject 
to the payment of debts. 

(5) General Legacies and Annuities. 

(6) Specific Legacies and Devises. 

(7) Real or Personal Estate over which the testator had 
power of appointment, and which he so appointed 
by the Will. 

(8) Paraphernalia of the Widow. 

And when the legal assets have been so “‘ marshalled,” the 
following is the order in which the debts (after payment of 
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reasonable funeral and testamentary expenses) are 
payable— 

(1) Debts due to the Crown, 7.¢., rates and taxes. 

(2) Debts having priority by special statutes, as liabilities 
of an official of a Society to the Society, under the 
Friendly Societies or Savings Bank Acts. 

(3) Judgment Debts and Recognisances. 

(4) Specialty Debts. 

(5) Simple Contract Debts, 7.¢., ordinary Trade Debts. 

(6) Voluntary Bonds and Covenants. 

In connection with the payment of these debts the executor 
has the rights of preference and retainer. The right of 
preference means that he can pay one creditor, of the same 
degree, before another. And the right of retainer means, 
that he is entitled to keep back, out of the assets of the 
testator which come into his hands, the amount of a debt due 
to himself by the deceased, in priority to any other creditor 
of an equal degree. An executor ranks as a simple contract 
creditor, and could not therefore retain against a specialty 
creditor. An administrator, it should be noted, has no such 
rights of preference and retainer. The executor, however, 
cannot exercise his rights out of egwitable, but only out of 
legal assets. 

Legal Assets are those which the Creditors can make 
available, in an action at common law, for the payment of 
their debts against the deceased. They comprise all per- 
sonalty of the deceased, the debts due to him; and all other 
property which devolves upon his legal personal representative. 
Out of the legal assets, debts are payable in the special 
statutory order, as previously stated. 

Equitable Assets are those which the Creditors could have 
originally made available for the payment of their debts 
only through a Court of Equity. They include real estate 
devised for the payment of debts, and property over which 
the deceased had exercised a power of appointment. Out 
of equitable assets, debts are payable part passu. 

MATERIALS ACCOUNT.—(See ConTRACTS.) 

MATERIALS CONSUMED.—When the student finds this 
item in a Trial Balance, he must remember that the Stocks 
at start and at finish must of appear in the Trading A/c. 
They have already been taken into consideration in order to 
obtain the figures for the Materials Consumed. This latter 
item goes to the debit side of Trading Account, and the Sales 
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on the credit side, the Stock at finish appearing on the assets 
side of the Balance Sheet only. (See also CoNTRACTS and 
Cost ACCOUNTS.) 

MATURITY.—(See BILL OF EXCHANGE.) 

MEASURE OF DAMAGES.—(See BILL OF EXCHANGE.) 

MEETINGS OF SHAREHOLDERS.—(See COMPANY.) 

MEMORANDUM OF ASSOCIATION.—(See CoMPANY.) 

MERCANTILE DISCOUNT.—(See DiscounT.) 

MINE ACCOUNT.—(See Branch ACCOUNTS—FOREIGN.) 

MINIMUM BALANCE.—(See BANK CURRENT ACCOUNT.) 

MINIMUM RENT.—(See ROYALTIES.) 

MINIMUM SUBSCRIPTION.—(See CoMPANy.) 

MINUTE BOOK.—(See Company.) 

MODELS AND PATTERNS.—In Engineering firms a 
separate account is opened for these items, and is debited 
with all additions, generally made in the works itself. They 
are either depreciated at a fixed rate on the diminishing value, 
or they are re-valued each year, and adjustments made 
accordingly. (See also LoosE TooLs AND PLANT under 
DEPRECIATION. ) 

MONEY ORDER.—(Scee Cas.) 

MORTGAGE.—A conveyance of real or personal property 
by a borrower, called the Mortgagor, in favour of a lender, 
called the Mortgagee, by way of security for money borrowed 
and interest accruing on it. A mortgage of personal property 
is generally by Bill of Sale. A mortgage is not a first charge 
in respect of principal, and then a second charge in respect 
of interest, but a joint charge in respect of both. Mortgages 
are either legal or equitable. 

An Equitable Mortgage is the mere deposit of title-deeds, 
with or without a note of the transaction, as security for a 
temporary loan. Examples of these are (1) when a customer 
deposits his lease as security for an overdraft; (2) when a 
person deposits his life policy as security for a loan. 

A Legal Mortgage is one where the borrower executes a 
deed conveying to the lender the legal ownership of land as 
security for a loan. 

Equity of Redemption.—This is the right of the mortgagor, 
as per a Clause inserted in the deed, to have the property 
pon he to him on payment of the principal and interest 

ue. 
- Foreclosure is the forfeiture, by taking certain legal steps, 
of the mortgagor’s equity of redemption, after which the 
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mortgagee becomes the absolute owner of the property in 
exchange for the debt. 

Right of Sale is the power, given in the deed to the mort- 
gagee, under which he sells the property, recoups himself for 
loan, interest and costs, and hands over the balance, if any, 
to the mortgagor. He can likewise sue the latter for any 
deficiency ; for he does not, as in the case of foreclosure, 
exchange the debt for the property. 

MORTGAGE DEBENTURES.—(See Company.) 

First Mortgage Debentures.—Debentures having a first 
charge on the property conveyed as security for the loan. 

Second Mortgage Debentures.—Debentures having a second 
charge on such property. 

MORTGAGEE.—(See MORTGAGE.) 

MORTGAGES, CHARGES, ETC.—(See Company.) 

MORTGAGES, REGISTER OF.—(See Company and also 
the ruling below.) 


REGISTER OF MORTGAGES AND CHARGES. 


Nome Date Mortgagee. Amount of |) Particulars | Rate 

3 Mortgage Mortgage || of Property| of Remarks, 
created. —————|| or Charge || mortgaged | Inter- 
Name. |Address.|| £ ss. d. || or charged. | est. 


Mortgage. 


MORTGAGOR.—(See MORTGAGE.) 

MOTIVE POWER.—(See Coat AND COKE, GAS AND 
ELECTRICITY.) 

MULTIPLE COST ACCOUNTS.—(See Cost Accounts.) 

MULTIPLE SHOP SYSTEM.—(See Brancu ACCOUNTS.) 


NARRATION.—(See JOURNAL.) 

NARRATIVE.—Same as NARRATION. 

NATIONAL DEBT.—The English National Debt dates from 
the reign of William III, who borrowed money to carry on a 
war with France. It now consists of two parts, funded and 
unfunded, and the terminable annuities. 

Funded Debt.—The permanent part of the National Debt, 
which the Government is under no obligation to repay at any 
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particular time. It is represented by Consols and the debts 
due to the Banks of England and Ireland. 

Unfunded or Floating Debt.—This consists of money 
borrowed for short periods by the Government, to be paid 
at certain fixed dates. It includes Exchequer Bonds, 
Exchequer Bills, and Treasury Bills. 

Terminable Annuities.—These are annuities granted by 
the Government, for a term of years, on present payment of a 
fixed sum of money. They form part of the Funded Debt. 

NEGOTIABLE INSTRUMENTS.—Partly by custom and 
partly by statute law certain documents have acquired 
negotiability. The characteristics of negotiable instruments 
are— 

(1) The property in them, and not merely the possession, 
passes by delivery. 

(2} The holder in due course is not prejudiced by any 
defects of title on the part of the transferor or any previous 
holder, even though such prior party may have stolen the 
document. 

(3) The holder can sue upon them in his own name. 

If the holder’s title can be made good through theft, the 
document is a negotiable one; if not, it is not negotiable. 
The following are negotiable instruments : Coins of the realm, 
Bills of Exchange, Bank Notes, Cheques, Promissory Notes, 
Dividend Warrants, East India Bonds, Exchequer Bills, 
Share Warrants, Bonds of foreign and colonial Governments, 
Bearer Debentures and Scrip. 

Not Negotiablex—(See AND Co.) 

NET LOSS.—(See Loss.) 

NET PROFIT.—(See Profit.) 

NET REVENUE.—(See DouBLE Account SYSTEM.) 

NO EFFECTS.—(See CHEQUE.) 

NOMINAL ACCOUNTS.—(See Account.) 

NOMINAL CAPITAL.—(See Company.) 

NOMINAL LEDGER.—(See LEDGER.) 

NOMINAL VALUE.—(See INVESTMENT ACCOUNTS.) 

NON-POSSESSORY LIEN.—(See Lren.) 

NOTARY PUBLIC.—(See BILL oF EXCHANGE.) 

NOTING CHARGES.—(See BILL oF EXCHANGE.) 

NOT NEGOTIABLE.—(See AND Co.) 

N/S (NOT SUFFICIENT).—(See CHEQUE.) 


OBSOLESCENCE.—(See DEPRECIATION.) 
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OFFICE EXPENSES.—An account opened for miscellane- 
ous expenses pertaining to the “‘ office”? as opposed to the 
“works.” Trade Expenses formerly denoted the “ works ” 
expenses in contradistinction to the “ office’’ expenses. The 
distinction seems now to have been lost sight of, the Trade 
Expenses Account covering all miscellaneous expenses for 
which it is not worth while opening separate accounts. 

OFFICE FURNITURE.—That part of the general fixtures, 
furniture and fittings of the firm which is contained in the 
office. A separate account is sometimes opened for it. 
Additions are debited, and depreciation is written off at a 
fixed annual rate on the diminishing value. 

OFFICIAL RECEIVER.—The person appointed by the 
Board of Trade to take charge of the property and moneys 
of a Debtor against whom a Receiving Order has been made. 

ONCOST.—(See Cost AccounTs.) 

Factory Oncost.—(See Cost Accounts.) 

General Oncost.—(See Cost ACcounNTS.) 

ON DEMAND.—(See BILL oF EXCHANGE.) 

ONE MAN COMPANY.—(See Company.) 

OPEN ACCOUNT.—One that is still outstanding 

OPEN CHEQUE.—(See CHEQUE.) 

OPENING ENTRIES.—(See BALANCE Account.) The 
modern way is to make only one Journal entry, debiting 
the assets and crediting the liabilities. The Capital, if not 
stated, is the excess of the assets over the liabilities. The 
same Example on page 74 worked in the modern style would 
appear thus— 


JOURNAL. Dr. Cr. 
1S eae 
Jan. 1 | Cash ote te aye 420 
Bills Receivable x, 175 
A. Brown ae os 240 
C. Smith.. sas so 75 
P. Jones ae 5 22 
Stock ar ex en 2,000 
Furniture ae ae 100 
To Bills Payable ne 225 
of ABCA WANES 5c als 120 
ke SALTO re ars 85 
Capital. ak 3,102 
3,532 3,532 
for sundry assets and sess a ee 
liabilities as at this date. 
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Of the above items, the Cash would be entered in the Cash 
Book, but the remainder in the Ledger. Each of the assets 
would be posted to its proper account, “‘ To Balance” ; and 
each of the liabilities, ‘‘ By Balance.” 

OPERATING OR WORKING COSTS.—(See CosT 
AccounTs) 

ORDERS IN HAND.—(See WorkK-IN-PROGRESS.) This 
item is credited to Trading Account underneath the Stock at 
finish, and debited to a separate account in the Ledger, 
appearing on the assets side of the Balance Sheet. _ It repre- 
sents partly executed work, something neither Stock nor 
Sales, and hence a special account is opened for it. 

ORDINARY SHARES.—(See CoMPANY.) 

Deferred Ordinary Shares.—(See COMPANY.) 

Preferred Ordinary Shares.—(See COMPANY.) 

ORGANISATION OF ACCOUNTS.—(See INTERNAL CHECK.) 

OUTPUT.—The quantity of material or goods manufactured, 
within a given period, by a factory ; or the quantity of ore 
produced bya mine. It must not be confused with Turnover, 
which relates to the quantity sold in a given period. 

OUTPUT COST ACCOUNTS.—(See Cost AccounTs.) 

OUTSTANDING EXPENSES—OUTSTANDING LIABILI- 
TIES.—(See ADJUSTMENTS AT BALANCING TIME.) 

OVER-CAPITALISED.—A term used in reference to a 
Company when the earning capacity is not sufficient to pay 
interest on the Capital. 

OVERCHARGES.—(See ALLOWANCES, and CREDIT NOTE.) 

OVERDRAFT.—(See BANK OVERDRAFT.) 

OVERHEAD CHARGES.—All items usually charged as 
extras over the basis price. (See Cost ACCOUNTS.) 

OVERPAID ROYALTIES ACCOUNT.—(See Royatty 
(MINERAL). ) 

OVERTRADING.—Trading beyond the Capital embarked 
in the business or Company, #.e., purchasing beyond the 
means of payment. 


PACKAGES.—A separate account is usually opened for 
these under the most appropriate name, such as Boxes, 
Cases, Crates, Barrels, Bottles, etc., as the case may be. 
The account is debited with any fresh purchases, and with 
returns from customers (if any). It is credited with the 
value of packages sent out to customers, if the latter are 
charged for them; the total of the Sales Book, in this case, 
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would be analysed into so much Sales and so much Packages. 
At balancing time the stock of packages on hand is valued, 
and the amount credited to the Packages Account, the 
difference between the two sides of the latter being then 
transferred to the debit of Trading Account. 

PACKING MATERIAL.—This includes Paper, String, 
Canvas, Straw, and such like things. A separate account is 
opened for it, to which all purchases thereof are debited. At 
balancing time the Stock of same is credited to the Account, 
and the difference, representing cost of material used during 
the period, is transferred to the debit of Trading Account. In 
examination work, where no stockis given, the whole is charged 
to Trading Account. 

PAID-UP CAPITAL.—(See Company.) 

PAPER AND STRING.—(See PAcKING MATERIAL.) 

PAR.—Latin word meaning “ equal.” 

At Par.—At an amount equal to the face value. (See 
CoMPANY-ISSUE OF SHARES.) 

Above Par.—A term used to denote that the market price 
of stocks or investments is higher than the nominal or face 
value of such securities. 

Below Par.—A term used to denote that the market price 
of stocks or investments is Jowey than the nominal or face 
value of such securities. 

PARI PASSU.—Latin expression meaning “with equal 
steps”? or “on an equal footing.” The term is used with 
reference to the distribution of assets or money amongst 
beneficiaries, creditors or shareholders. 

PARTICULAR LIEN.—(See LIEv.) 

PARTLY SECURED CREDITORS.—(See STATEMENT OF 
AFFAIRS. ) 

PARTNERSHIP ACCOUNTS.—By the Partnership Act, 1890, 
partnership is the relation which subsists between persons 
carrying on a business in common with a view to profit. 

Relationships which are not Partnerships.—The relation 
between members of any company or association which is— 

(a) Registered as a company under the Companies Act, 

1862, or any other Act of Parliament for the time being 
in force and relating to the registration of joint stock 
companies ; or 

(b) Formed or incorporated by or in pursuance of any other 

Act of Parliament or letters patent, or Royal Charter ; 
or 
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(c) A company engaged in working mines within and 
subject to the jurisdiction of the Stannaries: 
is not a partnership within the meaning of the Act. 

Firm and Firm-Name.—Persons who have entered into 
partnership with one another are, for the purposes of the 
Partnership Act, 1890, called collectively a firm, and the 
name under which their business is carried on is called the 
firm-name. 

Prohibition of Large Partnerships.—No partnership consist- 
ing of more than twenty persons can be formed to carry 
on any business without being registered as a Company under 
the Companies Acts, 1908 to 1917. In the case of banking 
business, the number must not exceed ten. 

Difference between an Ordinary Partnership and a Joint 
Stock Company.—(See CoMPANY.) 

What Constitutes a Partnership.—In determining whether 
a partnership does or does not exist, regard must be had to 
the following rules— 


(1) Joint tenancy, tenancy in common, joint property, common 
property, or part ownership does not of itself create a partner- 
ship as to anything so held or owned, whether the tenants or 
owners do or do not share any profits made by the use thereof. 

(2) The sharing of gross returns does not of itself create a partnership, 
whether the persons sharing such returns have or have not a 
joint or common right or interest in any property from which 
or from the use of which the returns are derived. 

(3) The receipt by a person of a share of the profits of a business 
is prima facie evidence that he is a partner in the business, 
but the receipt of such a share, or of a payment contingent on 
or varying with the profits of a business, does not of itself 
make him a partner in the business ; and in particular— 

(a) The receipt by a person of a debt or other liquidated 
amount by instalments or otherwise out of the accruing 
profits of a business does not of itself make him a partner 
in the business or liable as such. 

(6) A contract for the remuneration of a servant or agent 
of a person engaged in a business by a share of the profits 
of the business does not of itself make the servant or 
agent a partner in the business or liable as such. 

(c) A person being the widow or child of a deceased partner, 
and receiving by way of annuity a portion of the profits 
made in the business in which the deceased person was a 
partner, is not by reason only of such receipt a partner in 
the business or liable as such. : 

(2) The advance of money by way of loan to a person 
engaged or about to engage in any business on a contract 
with that person that the lender shall receive a rate of 
interest varying with the profits, or shall receive a 
share of the profits arising from carrying on the business, 
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does not of itself make the lender a partner with the 
person or persons carrying on the business or liable as 
such; provided that the contract is in writing, and 
signed by or on behalf of all the parties thereto. 

(e) A person receiving by way of annuity or otherwise a 
portion of the profits of a business in consideration of the 
sale by him of the goodwill of the business is not by 
reason only of such receipt a partner in the business or 
liable as such. 


Kinds of Partners.—There are different kinds of partners, 
viz.— 

Acting or Active Partner, one who actually takes part in 
the business. 

Dormant or Sleeping Partner, one who has Capital in the 
business, but is not actually engaged in it. 

Limited Partner, one who is a partner under the Limited 
Partnership Act. 

Quasi Partner, one who has retired from active participation 
in the business, but has left his Capital in it as a Loan, 
receiving interest on it varying with the profits. 

Power of a Partner to Bind the Firm.—Every partner is an 
agent of the firm and his other partners for the purpose of 
the business of the partnership ; and the acts of every partner 
who does any act for carrying on in the usual way business 
of the kind carried on by the firm of which he is a member, 
bind the firm and his partners, unless the partner so acting 
has in fact no authority to act for the firm in the particular 
matter, and the person with whom he is dealing either knows 
that he has no authority, or does not know or believe him 
to be a partner. 

Partner Using Credit of Firm for Private Purposes.—Where 
one partner pledges the credit of the firm for a purpose 
apparently not connected with the firm’s ordinary course of 
business, the firm is not bound, unless he is in fact specially 
authorised by the other partners. 

Liability of Partners.—Every partner in a firm is liable 
jointly with the other partners for all debts and obligations 
of the firm incurred while he is a partner ; and after his death 
his estate is also severally liable in a due course of adminis- 
tration for such debts and obligations, so far as they remain 
unsatisfied, but subject to the prior payment of his separate 
debts. 

Liability of Firm.—(a) Where one partner acting within the 
scope of his apparent authority receives the money or property 
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of a third person and misapplies it ; aud (b) where a firm in 
the course of its business receives money or property of a 
third person, and the money or property so received is mis- 
applied by one or more of the partners while it is in the 
custody of the firm, the firm is liable to make good the loss. 

Persons liable by “holding out.’’—By Section 14 of the 
Partnership Act, 1890— 


(1) Every one who by words spoken or written or by conduct 
represents himself, or who knowingly suffers himself to be 
represented, as a partner in a particular firm, is liable as a 
partner to any one who has on the faith of any such representa- 
tion given credit to the firm, whether the representation has 
or has not been made or communicated to the person so giving 
credit by or with the knowledge of the apparent partner 
making the representation or suffering it to be made. 

(2) Provided that where after a partner’s death the partnership 
business is continued in the old firm-name, the continued use 
of that name or of the deceased partner’s name as part thereof 
shall not of itself make his executors’ or administrators’ estate 


or effects liable for any partnership debts contracted after 
his death. 


Liabilities of Incoming and Outgoing Partners.—By Section 
7 of the Act— 


(1) A person who is admitted as a partner into an existing firm does 
not thereby become liable to the creditors of the firm for 
anything done before he became a partner. 

(2) A partner who retires from a firm does not thereby cease to be 
liable for partnership debts or obligations incurred before his 
retirement. 

(3) A retiring partner may be discharged from any existing liabilities, 
by an agreement to that effect between himself and the 
members of the firm as newly constituted and the creditors, 
and this agreement may be either express or inferred as a fact 


from the course of dealing between the creditors and the firm 
as newly constituted, 


Variation of Terms of Partnership.—The mutual rights and 
duties of partners, whether ascertained by agreement or 
defined by the Partnership Act, may be varied by the consent 
of all the partners, and such consent may be either express 
or inferred from a course of dealing. 


Partnership Property.—By Section 20 of the Act— 


All property and rights and interests in property originally brought 
into the partnership stock or acquired, whether by purchase or other- 
wise, on account of the firm, or for the purposes and in the course 
of the partnership business, are called in this Act partnership property, 
and must be held and applied by the partners exclusively for the pur- 


poses of the partnership and in accordance with the partnership 
agreement, 


site 
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Unless the contrary intention appears, property bought with 
money belonging to the firm is deemed to have been bought on 
account of the firm. 

Rights and Duties of Partners.—By Section 24 of the Act, 
the interests of partners in the partnership property, and their 
rights and duties in relation to the partnership shall be 
determined, subject to any agreement express or implied 
between the partners, by the following rules— 

(1) All the partners are entitled to share equally in the capital 
and profits of the business, and must contribute equally 
towards the losses whether of capital or otherwise sustained 
by the firm. 

(2) The firm must indemnify every partner in respect of payments 
made and personal liabilities incurred by him— 

(a) In the ordinary and proper conduct of the business of 
the firm ; or, 

(0) In or about anything necessarily done for the preserva- 
tion of the business or property of the firm. 

(3) A partner making, for the purpose of the partnership, any 
actual payment or advance beyond the amount of capital 
which he has agreed to subscribe, is entitled to interest at the 
rate of five per cent. per annum from the date of the payment 
or advance. 

(4) A partner is not entitled, before the ascertainment of profits, 
to interest on the capital subscribed by him. 

(5) Every partner may take part in the management of the partner- 
ship business. 

(6) No partner shall be entitled to remuneration for acting in the 
partnership business. 

(7) No person may be introduced as a partner without the consent 
of all existing partners. 

(8) Any difference arising as to ordinary matters connected with the 
partnership business may be decided by a majority of the 
partners, but no change may be made in the nature of the 
partnership business without the consent of all existing 
partners, 

(9) The partnership books are to be kept at the place of business 
of the partnership (or the principal place, if there is more 
than one), and every partner may, when he thinks fit, have 
access to and inspect and copy any of them. 


Expulsion of Partner.—No majority of the partners can expel 
any partner unless a power to do so has been conferred by 
express agreement between the partners. 

Duration of Partnership at Will.—Where no fixed term 
has been agreed upon for the duration of the partnership, any 
partner may determine the partnership at any time on giving 
notice of his intention so to do to all the other partners. 
Where the partnership has originally been constituted by deed, 
a notice in writing, signed by the partner giving it, is sufficient. 
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Where a partnership entered into for a fixed term is con- 
tinued after the term has expired, and without any express 
new agreement, the rights and duties of the partners remain 
the same as they were at the expiration of the term, so far 
as is consistent with the incidents of a partnership at will. 
A continuance of the business by the partners or such of 
them as habitually acted therein during the term, without 
any settlement or liquidation of the partnership affairs, is 
presumed to be a continuance of the partnership. 

Duties of Partners towards the Firm.—Partners are bound 
to render true accounts and full information of all things 
affecting the partnership to any partner or his legal 
representatives. 

Every partner must account to the firm for any benefit 
derived by him without the consent of the other partners from 
any transaction concerning the partnership, or from any use 
by him of the partnership property, name or business 
connection. 

If a partner, without the consent of the other partners, 
carries on any business of the same nature as and competing 
with that of the firm, he must account for and pay over to the 
firm all profits made by him in that business. 

Partnership Deed.—There may be, and often are, ‘‘ partner- 
ships at will” without the existence of any deed or written 
agreement. Owing to the conflicting legal interpretations of 
the Partnership Act, however, a deed should be drawn up 
and the following matters dealt with specifically— 


(1) The amount of Capital each partmer is to contribute, and 
whether the amount is to be fixed or not. 

(2) How profits and losses are to be shared, including Capital profits 
and losses. 

(3) The amount each partner is to be allowed to draw. 

(4) Whether Interest is to be allowed on Capital and charged on 
Drawings, and at what rate. 

(5) Whether Drawings, Profits and Losses, and Interest are to be 
dealt with in separate Current Accounts, or merged finally 
into the Capital Accounts. 

(6) Whether the balances of the partners’ Current Accounts are to be 
charged or credited with Interest, and at what rate. 

(7) That a Profit and Loss Account and Balance Sheet be drawn 
up each year, and audited by a professional accountant ; and 
that such Balance Sheets be signed by all the partners and be 
binding on them, unless a manifest error is discovered within 
six months afterwards. 

8) In the case of Policies of Survivorship Insurance being taken 
out, how the premiums are to be dealt with, and how the 
Policy Money is to be divided when received. 
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(9) The method of arriving at the amount of Goodwill in the case 
of the death or retirement of any of the partners. 

(10) The method of arriving at the amount payable on the death 
or retirement of a partner—whether he is to be entitled to his 
Capital, as per the last Balance Sheet, plus a higher rate of 
Interest to date of death or retirement in lieu of profits, or 
whether fresh accounts are to be prepared up to date of death 
or retirement, and whether the partnership assets are to be 
re-valued for this purpose. 

(11) That in the event of the death of a partner, his Capital should 
remain in the business as a Loan bearing interest, and be 
repayable by easy instalments, so as to prevent the business 
being crippled by a large withdrawal of funds. 


Fixed Capital Accounts.—In practice it is usual for the 
amounts of the partners’ capitals to be fixed by the partnership 
deed. The Capital Accounts, therefore, remain at the same 
figure during the partnership. Partners’ Salaries, Profits, 
and Interest on Capital are not shown in the Capital Accounts 
but in separate Current or Drawing Accounts, the balances 
of which are carried to the Balance Sheet, and in some cases 
bear interest. A distinction is thus made and maintained 
between Original Capital and Undrawn Profits. The differ- 
ence between the two methods can easily be seen from the 
example on opposite page, which represents the liabilities 
side of a Balance Sheet drawn up both ways. 

Partners’ Advances.—Any further sums of money advanced 
by a partner to the firm will be by way of Loan rather than 
Capital, inasmuch as Partners’ Loans have priority of repay- 
ment over Partners’ Capital in the event of a winding up. 
The interest on such loans, unless paid in cash, should there- 
fore be credited to the Partner’s Loan or Current Account, 
and not to his Capital Account. 

Partners’ Salaries——Where some of the partners devote 
the whole of their time to the business while the others do not, 
it is usual to allow the former a salary before ascertaining the 
net profit. The practice also obtains where there are junior 
partners who, having little or no capital in the firm and 
taking only a small share of the profits, would otherwise 
derive insufficient remuneration from the business for their 
services to it. The salary is sometimes drawn out in cash, 
and sometimes credited to the Partner’s Capital Account, 
according to the agreement. 

Interest on Capital.—It becomes necessary to allow interest 
on partners’ capitals at times in order to adjust their rights 
as between themselves. Where partners share equally in 
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the profits but have unequal capitals, the partner with the 
smaller capital would otherwise gain at the expense of the 
other ; and where the partners have equal capitals but share 
profits unequally, the partner who takes the larger share of 
profits would otherwise get an advantage over the other. 
The Interest is debited to Profit and Loss and credited to the 
Capital or Current Accounts as the case may be. 

Interest on Drawings.—In many cases interest is not 
chargeable on Drawings, the reason being that the Drawings are 
not out of Capital but on account of profits which are accruing. 
Where, however, partners withdraw Capital sums interest is 
charged. It is also necessary to charge Interest on Drawings 
where partners, who are equal as regards capital and share 
of profits, draw out unequal sums, in order to adjust the 
rights of the partners inter se, that is, to prevent one partner 
getting any advantage over the others. 

Goodwill and Incoming Partners.—It is usual to charge an 
incoming partner a premium for goodwill. The method of 
treating same in the books of account varies considerably. 
Sometimes a Goodwill Account is raised, the amount being 
credited to the old partners in the proportion in which they 
share profits and losses. In some cases the premium is paid 
into the business and is drawn out again in cash by the 
partners entitled to it; in other cases the premium paid in 
by the new partner is left in the business, being credited 
in the proper proportions to the old partners’ Capital Accounts. 
Sometimes the premium is paid to the old partners direct by 
means of a separate cheque, and, in these instances, it does 
not appear in the partnership books at all. It is to the 
advantage of the incoming partner that the payment of a 
premium for goodwill should be shown in the partnership 
books, and thus ensure there being a permanent record of it, 
in order to facilitate matters if he should retire and require 
payment to him ofa similar sum. It is also to the advantage 
of the new partner that the premium he pays on admission 
should not be drawn out again, but left in the business, so 
that the latter shall derive some benefit from it. 

Example 1.—R. W. Goodman and F. L. Butler are in 
partnership sharing profits and losses three-fifths and two- 
fifths respectively. They agree to admit F. G. Rowe as a 
partner with a fifth share on condition that he brings in 
£2,300 Capital, and that the old partners are credited with 
their respective shares of the Goodwill estimated at £1,500. 
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Goodman and Butler, as between themselves, are to share 
profits and losses in the same ratio as before. Make the 
necessary entries in the books, and state the partners’ future 
proportions of profit respectively. 


JOURNAL. Dr. Cr. 


Goodwill .. as as 
To R. W. Goodman, #ths | | 
wk. L, Butler, 2ths-.. || 
for partners’ respective | 
shares of Goodwill crea- | 
ted on admission of F. G. | 
Rowe. | 


1,500 


Dr. CASH BOOK. Cr. 


let if 


2,300 


To F. G. Rowe (Capital A/c) 


As Rowe takes one-fifth of the profits, four-fifths will remain, 
and the partners’ shares will be as follows— 

Goodman will receive 2 of # or 32, 

Butler a a 2 of 4 or 3, 

Rowe 53 re + or of. 

Example 2.—P. R. W. Perry and F. C. Best are in partner- 
ship sharing profits and losses two-thirds and one-third 
respectively. They agree to admit H. B. Johnson as a 
partner on condition that he brings into the business £2,000 
Capital and pays them a premium of £300 for a fifth share 
in the profits. Make the necessary entries in the books. 


Dr. CASH BOOK. on 


| fed 


As only £2,000 was brought into the business, a separate 
cheque would be handed to Perry and Best for the premium. 

Example 3.—P. Perry and L. Wagstaff are in partnership 
sharing profits and losses two-thirds and one-third respectively. 
They agree to admit H. Johnson as a partner on condition 
that he brings into the business £2,300, £300 of which is to be 
regarded as premium for admission, but is to be paid out to 
the partners in the proportions in which they are entitled to 
share it. Make the necessary entries in the books. 
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2,000 
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Dr. CASH BOOK. Cr. 
| l 

To H. Johnson (Capital A/c) || 2,000 | By P. Perry Capital A/c (Share |) | 

» P. Perry Capital A/c (? of || | of Premium withdrawn) 200 
H. Johnson’s Premium, || », L. Wagstaff Capital A/c 
£300) | 200 | (Share of Premium with- 

a Wagstaff Capital Ale | | drawn) .. -+|| Too 
(4 of H. Johnson’s ae 


mium, £300) .. a0 100 | | 
In this case the money brought in by Johnson must be. split 
up, the Capital being separated from the Premium, which 
belongs to the old partners, and must be credited to their 
Capital Accounts in the same proportion as that in which 
they are entitled to share profits. 

Example 4.—F. W. Ridoutt and A. H. Martin are in part- 
nership sharing profits and losses two-thirds and one-third 
respectively. They agree to admit C. Spedding as a partner 
on condition that he brings in £2,300, £300 of which is to be 
regarded as premium for Goodwill; the money, however, is 
to remain in the business. Make the necessary entries in 
the books. 

Dr. CASH BOOK. Cr. 


[ | | 
», F. W. Ridoutt (Capital A/c) al 
» A. H. Martin (Capital A/c) mre | | | 
Example 5.—H. Longhurst agrees to admit R. Newell into 
partnership on the following terms :—(a) That Newell brings 
£2,400 Capital in Cash into the business; (b) That £400 is 
to be paid out to Longhurst and is to appear in the books of 
the partnership as Goodwill. Make the necessary entries 
in the books. 
Dr. CASH BOOK. Cr. 


ToC, Spedding (Capital A/c) |) 2,000 
200 


| 100 


To R. Newell (Capital A/c) || 2,400 1 | By Goodwill A/c (amount | 


paid out to H. Longhurst) | 


a 

Adjustment ‘of Assets on Admission of Partner.—It often 
happens, when a new partner is admitted, that the assets 
of the business are re-valued, any appreciation or depreciation 
being adjusted in the old partners’ Capital Accounts. A 
new partner may also bring into the partnership other assets 
besides Cash, namely, Book Debts, Plant, etc., and the 
Goodwill of his own connection. 

Example.—T. Bayes and W. Marshman are partners in a 
Coal Business, sharing profits and?losses equally. On 31st 
Dec., 19.. their Capitals stood at £3,250 and £2,750 respect- 
ively. The firm’s assets and liabilities on the same date were 
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as follows :—Coal Trucks £980 ; Furniture and Fittings £370 ; 
Sundry Creditors £920; Cash at Bank £1,200; Carts, Plant 
and Horses £496; Bills Payable £675; Sundry Debtors 
£3,880 ; Cash in hand £29; and stock of Coal £640. They 
agree to take into partnership E. A. Shepherd, acolliery agent, 
as and from Ist Jan., 19.., on the following terms :—Profits 
and losses to be shared, Bayes two-fifths, Marshman two-fifths, 
and Shepherd one-fifth. Shepherd is to bring into the firm 
Sundry Debtors amounting to £600 (less a Reserve of 5 per 
cent. for Bad Debts), and the Goodwill of his connection 
estimated at £330. His Capital in the new business is to be 
£1,200, the balance of which he is to pay in Cash on Ist Jan., 
19... It was also agreed between them that the following 
adjustments should be made as regards the business of Bayes 
and Marshman :—Coal Trucks to be taken at £1,020, and 
Carts, Plant and Horses at £530, the values placed on them 
by a public valuer ; a Bad Debts Reserve of 5 per cent. of 
the Sundry Debtors to be created ; the Goodwill to be valued 
at £500; and Bayes to be paid out from the Bank balance 
such a sum as will reduce his Capital to the same amount 
as Marshman’s. Make the necessary entries in the subsidiary 
books to carry out the above agreement, and show the 
Balance Sheet of the new firm prior to commencing business. 


In Bayes and Marshman’s Books. 
JOURNAL. Dr. Cr. 


OR 

Jan. 1 | Sundry Debtors ae 600 

Goodwill ae ie 330 . 
To Bad Debts Reserve 30 

» &. A. Shepherd 

/ (Capital A/c) .. 900 

| for assets brought in by 

Shepherd. 


Coal Trucks a8 ae 40 
Carts, Plant, and Horses 34 
Goodwill Ag Ws 500 
To Bad Debts Reserve 194 

» I. Bayes (Capital 
Account) aie 190 

» W. Marshman | 
(Capital Account) 190 | 

| for net gain to Bayes and | 
to Marshman on the 
re-valuation of their | 
assets. | 
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Dr, CASH BOOK. Cr. 
To Balance .. aye meiliets 200! By T. Bayes’ Capital A/c 
», E. A. Shepherd Capital (amount withdrawn by 
A/c (amount paid in by him to reduce his Capital, 
him to raise his Capital £3,440, to the same 
from £900 to £1,200) .. 300 amount as W, Marshman, 
£2,940) .. ve ae 500 


BALANCE SHEET as ar ist JAN., 19.. 


Liabilities. Assets. 

Capital Accounts— Coal Trucks .. bo ++|| 1,020 
Bayes: ‘se . -£2,940 Carts, Plant, and Horses .. 530 
W. Marshman +» 2,940 Furniture and Fittings aie 370 
E, A. Shepherd «+. 1,200 Goodwill : Se ae lle 830 

7,080 Coals. ate AG oe 640 

Sundry Creditors ae oo 920 Debtors Ot - £4,480 

Bills Payable .. in ac 675 Less Reserve cs. 224 

4,256 
Cashin hand .. 30) | 20 
Cash in Bank .. »+ 1,000 
1,029 
£|| 8,675 £\| 8,675 
| = = 


Guarantee of Assets and Liabilities—Preferential Claim on 
First Year’s Profits.—It often happens that an incoming 
partner requires the assets and liabilities, as shown by the 
firm’s Balance Sheet, to be guaranteed, in order to protect 
himself against errors that may subsequently be discovered. 
Should a Liability have been omitted or under-estimated, 
the loss arising from it will not therefore be borne by the new 
partner, but solely by the old partners. Should discounts 
and bad debts arise in connection with the Debtors in excess 
of what has been provided for, the new partner will not there- 
fore share in such losses, which will be debited to the old 
partner’s Capital Accounts, and not to the firm’s Profit and 
Loss Account. 

On the other hand, there are sometimes profits accruing on 
work in progress, or orders in hand, which the old partners 
justly require to be reserved entirely for themselves. Such 
profits will therefore be credited, in their proper proportions, 
to the Capital Accounts of the old partners, and not to the 
Profit and Loss Account of the firm. In some cases, however, 
an arrangement is made whereby the old partners become, 
in respect of such accruing gains, entitled to a preferential 
claim of a fixed amount on the first year’s profits. 
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Goodwill and Outgoing Partners.—On the death or retiree 
ment of a partner his share of the Goodwill has to be valued, 
and the amount is arrived at according to the terms of the 
partnership deed; or if no arrangement has been made, 
then the Goodwill of the firm is valued, and of this amount 
a proportion, the same in which he shares profits, is then 
credited to the said partner’s Capital Account. Instead of 
the partner’s share of the Goodwill, an annuity, or a percentage 
of the profits for a certain number of years, is sometimes paid 
to the deceased partner’s representatives. 

Policies of Survivorship Assurance.—Partners often assure 
themselves either jointly or severally as a means of obtaining 
the necessary Cash to pay out a deceased partner’s share of 
the Capital and Goodwill. This prevents any financial 
difficulties when such a necessity arises. The premiums paid 
are debited to Profit and Loss as a business expense, and on 
the death of a partner, the Cash received for the Policy is 
debited in the Cash Book and credited to the partners’ 
Capital Accounts (including the account of the deceased 
partner), in the same proportion as they share profits. The 
Cash is then in hand with which to make the required payment. 
If desired, a Policy Account may be opened, and dealt with 
in a similar way to that described under the Insurance Policy 
Method of depreciation 

Example.—L. Wagstaff and M. Mountjoy are in partnership 
sharing profits and losses three-fifths and two-fifths respect- 
ively. In order to provide money for repayment of their 
share of the Capital and Goodwill in the event of death, 
they assure their lives jointly for £10,000, paying an annual 
premium of £400, which is debited to the firm’s Profit and Loss 
Account each December. Mountjoy dies on the last day of 
June 19... The partnership decd provides that his repre- 
sentatives are to receive his Capital, as per the last Balance 
Sheet, plus interest at 5 per cent. per annum to date of death, 
and his share of the profits to date of death, estimated accord- 
ing to the profits of the preceding year. They are also to 
receive his share of the Goodwill, estimated at two years’ 
purchase of the average net profits of the last three years, 
before charging the insurance premiums. The net profits 
for the last three years after charging the insurance premiums 
were £2,100, £2,600, and £2,200 respectively. Mountjoy’s 
Capital, as per last Balance Sheet was £3,000, and his Drawings 
to date of death amount to £850. Make the necessary 
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adjustments and draw up Mountjoy’s Account, showing the 
amount payable to his legal representatives. 

The Goodwill is calculated thus— 

Average profit for the last three years before charging insurance 
premiums = (£2,500 + £3,000 + £2,600 + 3) = (£8,100 + 3) = £2,700. 

Total Goodwill on basis of two years’ purchase of the average net 
profits = (£2,700 x 2) = £5,400. 

Mountjoy’s Share of Goodwill = 2 (£5,400) = £2,160. 


Dr. M. MOUNTJOY (DECEASED). Cr. 
19... 19.. 
June 30 | To Drawings nm 850 Jan. 1 | By Balance || 3,000 
“ », Balance due c/d || 8,825 June 30 | ,, Interest on 
above, 6 mos, 


BR Uescon oc 75 
#5 », Profits for 6 mos, 
(2 of £2,200) +2 440 
re »» Share of Goodwill|| 2,r60 
> ,, Cash (Share of 
Insurance Po- 
Licy) ies. «|| 4,000 


9,675 9,675 
By Balance due b/d || 8,825 


Cap. A/c 4,000 


Dr. CASH BOOK. Cr. 
June 30 | To Assurance Po- | | | | 
licy— 
L. Wagstaff 
Cap. A/c £6,000 
M. Mountjoy 


acto 


Goodwill on Sale of a Partnership Business.—When a part- 
nership business is sold as a going concern, the amount 
obtained for the Goodwill will be a profit, to be divided 
among the partners in the same proportion as they share 
profits on trading. 

Repayment of Outgoing Partner’s Share by Instalments.— 
On the death or retirement of a partner, his share of the 
Capital and Goodwill may, instead of being paid out immedi- 
ately to his representatives, be treated as a Loan, bearing 
interest, and repayable by fixed annual instalments. 

Example.—Assume in the previous example that M. 
Mountjoy’s share of the Capital and Goodwill. viz.. £8,825. 
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is payable by annual instalments of £2,000, interest at 5 per 
cent. per annum being charged on the outstanding balance. 
Show the Ledger Account in the firm’s-books. 


Dr M. MOUNTJOY (DECEASED) LOAN ACCOUNT. Cr. 
| 
Year Year 
t | ToCash.. all e00C I By Balance due || 8,825 
» Balance c/d ..| 8,045 ral 6 », Interest 6 mos, ..|| 220/12) 6 
|| 9,045 12] 6 9,045 |12| 6 
2 | ToCash.. en an Ree 2 By Balance b/d --|| 8,045 |r2] 6 
» Balance ¢e/d «|| 6,447 18) x », Interest I year .. 402|5' 7 
8,447 18 8,447 |18) 1 
| 

3 | ToCash.. te +|| 2,000 | 3 | By Balance b/d -+|| 6,447 |r8| x 
», Balance c/d ol] 4,770 | 6 » Interest year ..|| 322 71 

6,770 | 6 6,770 | 6 
immesemnens spe —|— = 

4 | ToCash.. ae «|| 2,000 4 By Balance b/d well, 4377001) © 
», Balance c/d «|| 3,008 16 », Interest t year .. 238 |10| 3 
5,008 16 5,008 |16) 3 
5 | ToCash ae ..|| 2,000 5 By Balance b/d -.|] 3,008 |16} 3 
», Balance c/d |] 1,159 | 5 », Interest I year .. 150| 8)x0 
3,159 | 5 3,159 | 5] I 
6 | To Cash, eo oe ) X54T7 14 By Balance b/a «-|} 1,259] 5| 
os ENtOrEse we we oF 57 |r9| 3 
1,217 | 4 1217 | 4| 4 
cles ——— ee ae 


Repayment of Outgoing Partner’s Share with Interest 
from date of Realisation of Assets.—Although, by law, interest 
ceases at the date of dissolution, yet it frequently happens that 
the continuing partner agrees to pay the outgoing partner 
his share by instalments with interest as and from the date 
of realisation of the assets. In some cases the average date 
is ascertained, and interest calculated from this date. The 
account then takes the form of an Account Current. 

Example.—Fagan and Wegner are in partnership sharing 
profits and losses equally. Fagan agrees to buy out Wegner, 
and the position of affairs on this date is as on next page. 
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BALANCE SHEET as ar 1st Jan., 19.. 


Liabilities. 2 Assets, | 
Sundry Creditors 0 ++] 1,050 Sundry Debtors a «|| 4,500 
Capital A/cs— Office Furniture dc ell 350 
Fagan ate 55 «|| 3,%00 Cash .. 5a 0 «|| 1,400 
Wegner Sb ae +-|| 2,100 
f|| 6,250 £|| 6,250 


Fagan is to take over the Office Furniture at £300, to 
allow Wegner £650 for his share of the Goodwill,and to payhim 
his proportion as and when realised, interest to be taken into 
account at 5 per cent. per annum., A loss of £200 is sustained 
on the Sundry Debtors, and a discount of £50 obtained from 
the Creditors. The latter were paid at an average date of four 
months, and the Debtors were realised at an average date of 
eight months from the date of dissolution. Fagan paid 
Wegner £600 on Ist March, £600 on Ist June, £600 on Ist 
Sept., and the balance on 31st Dec. Draw up the Account 
Current between Fagan and Wegner, and show the: final 
payment made to Wegner on 31st Dec. | 


Dr. PROFIT AND LOSS ADJUSTMENT ACCOUNT, rst Jan., 19.. Cr. ~ 
To Bad Debts (loss) .. 200 By Discount on Crs, 
», Furniture (loss) me 50 (gain) an BO 50 


», Capital A/cs— 
Fagan 4 .. £100 
Wegner 4 100 

— 200 


250 250 


ADJUSTED BALANCE SHEET, rst Jan., 19.. 


Liabilities. Assets, 
Sundry Creditors co «|| 1,000 Sundry Debtors ov «|| 4,300 
Capital A/es— Office Furniture ie ae 300 
Fagan oe an ++|| 3,009 Cash... ee oe || 1,400 3 
Wegner ae a «+|| 2,000 
6,000 6,000 
|| | 


Although Fagan and Wegner share profits and losses, including 
profits and losses on realisation of the assets, equally, yet the 
actual assets themselves, as per the Balance Sheet, belong 
to the partners in the proportion that their Capitals bear 
to the total capital, namely three-fifths and two-fifths 


respectively. 
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Repayment of Outgoing Partner’s Share by means of an 
Annuity.—On the death or retirement of a partner, his share 
of the Capital and Goodwill is sometimes paid out by means 
of an annuity for a limited number of years, or for his lifetime, 
or for the joint lives of himself and wife. 

In such cases the total amount due will be credited to a 
separate account in the name of the annuitant. This account 
will be credited each year with interest at an agreed rate on the 
diminishing balance, and debited each year with the payment 
of the annuity. The amount of the latter will be ascertained 
from Annuity Tables. If before the expiration of the annuity, 
this account is extinguished, all future payments of the 
annuity will be debited to Profit and Loss as a sustained loss ; 
on the other hand, if the annuity terminates before this credit 
sum is exhausted, the balance will be transferred to Profit 
and Loss as a realised gain. Until the account is finally 
closed, the balance of it will appear each year on the liabilities 
side of the Balance Sheet. ; 

Dissolution of Partnership.—Subject to any agreement 
between the partners, a partnership is dissolved— 

(a) If entered into for a fixed term, by the expiration of 

that term. 

(b) If entered into for a single adventure or undertaking, 

by the termination of that adventure or undertaking. 

(c) If entered into for an undefined time, by any partner 

giving notice to the other or others of his intention to 
dissolve the partnership. 

In the last-mentioned case the partnership is dissolved 
as from the date mentioned in the notice as the date of 
dissolution, or, if no date is so mentioned, as from the date 
of the communication of the notice. 

Dissolution by Bankruptcy, Death, Charge, or Ilegality.— 
Subject to any agreement between the partners, every 
partnership is dissolved as regards all the partners by the death 
or bankruptcy of any partner. 

A partnership may, at the option of the other partners, 
be dissolved if any partner suffers his share of the partnership 
property to be charged under this Act for his separate debt. 

A partnership is in every case dissolved by the happening 
of any event which makes it unlawful for the business of the 
firm to be carried on or for the members of the firm to carry 
it on in partnership. 

Dissolution by the Court.—On application by a partner 
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the Court may decree a dissolution of the partnership in any 
of the following cases— 


(a) When a partner is found lunatic by inquisition, or in Scotland by 
cognition, or is shown to the satisfaction of the Court to be of 
permanently unsound mind, in either of which cases the applica- 
tion may be made as well on behalf of that partner by his 
committee or next friend or person having title to intervene 
as by any other partner. 

(o) When a partner, other than the partner suing, becomes in any 
other way permanently incapable of performing his part of 
the partnership contract. 

(c) When a partner, other than the partner suing, has been guilty 
of such conduct as, in the opinion of the Court, regard being 
had to the nature of the business, is calculated to prejudicially 
affect the carrying on of the business. 

(zd) When a partner, other than the partner suing, wilfully or per- 
sistently commits a breach of the partnership agreement, 
or otherwise so conducts himself in matters relating to the 
partnership business that it is not reasonably practicable for 
the other partner or partners to carry on the business in 
partnership with him. 


(ec) When the business of the partnership can only be carried on 
at a loss. 


(f) Whenever in any case circumstances have arisen which, in 
the opinion of the Court, render it just and equitable that the 
partnership be dissolved. 

Notice of Dissolution or Change.—Where a person deal]s with 

a firm after a change in its constitution he is entitled to treat 
all apparent members of the old firm as still being members 
of the firm until he has notice of the change. 

‘“‘An advertisement in the London Gazette as to a firm whose 
principal place of business is in England or Wales, in the 
Edinburgh Gazette as to a firm whose principal place of 
business is in Scotland, and in the Dublin Gazette as to a firm 
whose principal place of business is in Ireland, shall be notice 
as to persons who had no dealings with the firm before the 
date of the dissolution or change so advertised.”’ 

Continuing Authority of Partners for Winding-up Purposes. 
—After the dissolution of a partnership the authority of 
each partner to bind the firm, and the other rights and 
obligations of the partners, continue notwithstanding the 
dissolution so far as may be necessary to wind up the affairs 
of the partnership, and to complete transactions begun 
but unfinished at the time of the dissolution, but not otherwise. 

Provided that the firm is in no case bound by the acts of a 
partner who has become bankrupt ; but this proviso does not 
affect the liability of any person who has after the bankruptcy 
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represented himself or knowingly suffered himself to be 
represented as a partner of the bankrupt. 

Rule for Distribution of Assets.—By Section 44 of the 
Partnership Act, 1890, in settling accounts between the 
partners after a dissolution of partnership, the following rules 
must, subject to any agreement, be observed— 


(a) Losses, including losses and deficiencies of capital, shall be 
paid first out of profits, next out of capital, and lastly, if 
necessary, by the partners individually in the proportion in 
which they were entitled to share profits. \ 

(0) The assets of the firm including the sums, if any, contributed 
by the partners to make up losses or deficiencies of capital, 
shall be applied in the following manner and order— 

(1) In paying the debts and liabilities of the firm to persons 
who are not partners therein. 

(2) In paying to each partner rateably what is due from the 
firm to him for advances as distinguished from capital. 

(3) In paying to each partner rateably what is due from the 
firm to him in respect of capital. 

(4) The ultimate residue, if any, shall be divided among the 
partners in the proportion in which profits.are divisible. 


Realisation Account.—On dissolution, a Realisation Account 
is opened in the books, debited with the total of the various 
assets (except Cash or a debit balance of any of the Capital 
Accounts), and credited with the Cash received for the assets. 
If, however, any of the assets are not sold, but taken over 
by one of the partners, then such partner’s Capital Account 
must be debited and the Realisation Account credited with 
the agreed amount. The balance of the Realisation Account, 
after debiting the Expenses of Winding Up, will show a profit 
or loss, which is credited or debited to the various partners’ 
Capital Accounts in the same proportion as a profit or loss on 
trading. The balance of the Cash Book, after paying off 
Creditors and Partners’ Loans (if any), should exactly equal 
the total of the balances of the various Capital Accounts, 
provided they are in credit. Should, however, one or more 
of them be in debit, the partner or partners must repay to the 
firm their indebtedness. If one of the partner’s Capital 
Accounts is in debit, it can be made good by a transfer from 
his Loan Account, if he has one 

Garner v. Murray.—Whenever a partner is unable to repay 
to the firm his indebtedness, the ruling of Garner v. Murray 
must be applied. This decision by Mr. Justice Joyce, in 
November, 1903, was that the solvent partners are only 
liable to make good their share of the deficiency, and that the 
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remaining assets should be divided among them in proportion 
to their Capitals. After considerable discussion and con- 
troversy, it is thought that the correct interpretation of this 
ruling is for the solvent partners fo bring in Cash to meet 
their share of the loss on realisation. 


(1) Profit on Realisation. 


Example.—Brown and Jones are in partnership sharing 
profits and losses two-thirds and one-third respectively. 
The state of affairs at the date of dissolution is as follows— 


BALANCE SHEET. 


Liabilities. Assets. 
Sundry Creditors aa ++ |] 2,500 Cash . AC ale 850 
Capital A/cs— Sundry Debtors <3 ++ || 2,040 
Brown ate be ++ || 4,060 Stock «+ || 4,160 
Jones aA ape +. || 2,030 Fixtures and Fittings. . «=: |} 2,540 
8,590 8,590 
| 


The Fixtures and Fittings are taken over by Brown at the 
agreed price of £1,500. The Debtors and Stock realise 
£7,140, and the expenses of winding up are £120. Close the 
books of the firm, showing the Ledger Accounts, 


Dr. REALISATION ACCOUNT. Cr. 
To Sundry Assets «+ || 7,740 By Cash . 7,140 
», Cash (Expenses) .. 120 : », Brown (Capital Alc) — 
», Balance (profit)— Fixtures taken over as 
Brown # .. £520 agreed “ «+ || 1,500 
Jones } 260 
— 780 
8,640 8,640 a 
Dr. CASH BOOK. Cr. 
To Balance .. : re 850 By Realisation A/c ie age 120 
sy Realisation Alo— », Sundry Creditors .. 2,500 
Proceeds of Sale of », Balance— 
Assets . c «+ || 7,340 Brown .. at «+ || 3,080 
Jones .. ie «+ || 2,290 
7,990 7,990 
Dr. SUNDRY CREDITORS. Cr. 
| 
To Cash.. we xe | 2,500 | y | By Balance 2,500 | 
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Dr, BROWN (CAPITAL ACCOUNT). Cr. 
To Fixtures, etc. 1,500 By Balance «+ |} 4,060 

97 (Cashes ere 3,080 » Realisation Afe— 
% Profit 520 
4,580 | 4,580 AS 
Dr. JONES (CAPITAL ACCOUNT). Cr. 
To Cash .. eo 2,290 | By Balance A 2,030 
» Realisation A/c— 
4 Profit 260 
| ‘ 2,290 2,290 


(2) Loss on Realisation. 


Example.—Brown and Jones are in partnership sharing 
profits and losses two-thirds and one-third respectively. 
The following is the state of affairs at the date of dissolution. 


BALANCE SHEET. 


Liabilities. 
Sundry Creditors 
Brown Loan A/c 
Capital A/cs— 
Brown ate Pers 
Jones 


Assets. 
Cash. 2° 
Sundry Debtors 
Stock An ar 
Fixtures and Fittings.. 
Goodwill ae ae 


850 
2,040 
3,160 
1,540 
1,000 


8,590 


The Debtors, Stock, Fixtures and Fittings realise £6,339, 


and the expenses of winding up are £120. 


During the 


realisation, events actualise a contingent liability of £150, 
which has therefore to be paid in addition to the other 


creditors. Close the books of the firm, showing the Ledger 
Accounts. 
Dr. REALISATION ACCOUNT. Cr. 
To Sundry Assets 7,740 By Cash (Proceeds of 
», Cash (Expenses) 120 Sale of Assets) 6,339 
», Cash (Contingent », Balance (loss)— 
Liability) .. . 150 Brown % £1,114 
Jones § Sou 
1,671 
8,010 ni 8,010 
| = 


583 


PAR] DICTIONARY OF BOOK-KEEPING [PAR 
Dr. CASH BOOK. Cr. 
To Balance Ae; 850 By Realisation A/c (Expenses) 120 
», Realisation A/e— » Realisation A/e (Contin- 
Proceeds of Sale of Assets || 6,339 gent Liability) .. 150 
», Sundry Creditors .. 2,500 
», Brown Loan A/c .. 1,000 
», Balance— 
Brown 1,946 
Jones 1,473 
7,189 a 7,189 
Dr. SUNDRY CREDITORS. Cr. 
To Cash .. 2,500 | | By Balance 2,500 | 
Dr. BROWN (LOAN ACCOUNT). Cr. 
To Cash .. 1,000 | | | By Balance 1,000 | | 
| 
Dr. BROWN (CAPITAL ACCOUNT). Cr. 
To Realisation A/c, By Balance ele ee || 3,060 | 
4 Loss 
»» Cash .. 
3,060 | 
Dr. JONES (CAPITAL ACCOUNT). Cr. 
To Realisation A/c, } By Balance 2,030 
Loss . 557 
» Cash .. 1,473 
2,030 2,030 


(3) Loss on Realisation, necessitating the partners bringing 
in Cash to meet their deficits, and so enabling the Creditors 


to be paid in full. 


Example.—Brown and Jones are in partnership sharing 
profits three-fifths and two-fifths respectively. At the date 
of dissolution their Capitals are, Brown £850, and Jones £520. 
The Creditors amount to £3,000. The balance of Cash in hand 
is £65, while the other assets realise £2,800, the expenses of 
winding up being £75. The partners bring in Cash to meet 


their respective deficits, 
the Ledger Accounts. 
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Dr. CASH BOOK. Cr. 
To eee. egy Ae A 65 By epee Alc (Expenives) Ge 
i c (Proceeds 
‘ of Sale ot Assets) 2,800 meee cee Vieseg 
», Brown Capital A/c (Cash 
brought in) ats 98 
»» Smith Capital A/c (Cash 
brought in) 59 as 112 
3,075 3,075 
Dr. REALISATION ACCOUNT. Cr. 
To Sundry Assets «|| 4,305 By Cash (Proceeds of 
», Cash (Expenses) 75 Sale) . |} 2,800 
», Capital A/cs ‘(loss)— 
Brown 3 .. £948 
Jones 2 .. 632 
— || 1,580 
4,380 4,380 
Dr, SUNDRY CREDITORS. Cr. 
| 
io Casht.. ot AS | 3,000 | | By Balance .. a0 | 3,000 | 
Dr. BROWN (CAPITAL ACCOUNT). Cr. 
To Realisation pe (3 0 of By Balance o0 40 850 
Loss) 0 948 FGasi sr. ne da 98 
948 948 
aecuoms fas a 
Dr. JONES (CAPITAL ACCOUNT). Cr. 
To Realisation Bie (G0 of By Balance 58 te 520 
Loss) 632 peCasbi ce ats 30 112 
632 632 


Note.—With this example the student finds himself confronted at 
the outset with the difficulty of ascertaining the book value of the 
Assets which were sold. Such a difficulty often presents itself in con- 
nection with examination work. It is solved as follows. The total 
of the liabilities side of the Balance Shect was £4,370 (£850 + £520 + 
£3,000). Inasmuch as the two sides of the Balance Sheet are equal, 
the total value of the Assets must have been £4,370; and since the 
Cash in hand was £65, the book value of the other Assets must have 


amounted to £4,305 (£4,370 less /65). 
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(4) A Loss on Realisation, some partners being solvent and 
some insolvent, necessitating the rule of Garner v. Murray 
being applied. 

Example.—Smith, Brown, and Jones are in partnership 
sharing profits three-sixths, two-sixths, and one-sixth 
respectively. The state of affairs at the date of dissolution 


is as follows— BALANCE SHEET. 
Liabilities. ; Assets. 

Sundry Creditors Rye «+ || 4,090 Cash . Ae -. {| 1,090 
Smith (Loan A/c) ce ae 300 Sundry Debtors ar aie 1 23050. 
Capital A/cs— Stock .. -- || 1,920 
Smith 56 at ++ || 1,400 Fixtures and Fittings. . 850 
Brown a aie .. || 1,000 Jones,Capital A/c (Dr. balance) | 80 
6,790 6,790 


The Assets, other than Cash, realise £4,966, and the expenses 
of winding up are £66. Smith and Brown are solvent, but 
Jones is unable to bring in anything. Make the necessary 
adjustments, and draw up a Balance Sheet showing the 
position of affairs before applying the Garner v. Murray rule, 
after which close the books of the firm showing the Ledger 
Accounts. 


Dr, CASH BOOK. Cr. 
To Balance .. | 1,090 By Realisation A/c Lae toate, 66 | 
i ee A/c (Proceeds », Sundry Creditors .. 4,090 
of Sale of Asset ) ++ |] 4,966 » Smith (Loan a se 300 
» Deficiency A/c (Cash », Balance c/d : ++ || 2,200 
brought in)— 
Smith ., aie oe 360 
Brown .. ee oe 240 
6,656 6,656 Lae 
To Balance b/d ae +» || 2,200 iS Re 
Dr. REALISATION ACCOUNT. Cr. 
To Sundry Assets ++ || 5,620 By Cash (Proceeds of 
» Cash (Expenses) .. 66 Sale) 4,966 
» Deficiency Ajc (trans- 
fer)— 
Smith 3 .. £360 
Brown 2 240 
Jones 4 120 
a 720 
5,686 5,686 
eRe es es 
Dr. SUNDRY CREDITORS. Cr. 
To Cash .. <p Be | 4,090 | | By Balance on ++ || 4,090 
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Dr. SMITH (LOAN ACCOUNT). Cr. 
To Cash .. 50 Ss 300 | | By Balance ote sis 300 | 
Dr. DEFICIENCY ACCOUNT. Cr. 
To Realisation A/c (loss By Cash— 
b/f) ao ae 720 Smith oye a 360 
Brown es a 240 
»» Balance c/d.. oe 120 
720 | 720 ie 
To Balance b/d.. G0 120 folie 


The position of affairs, now, is as shown by the following 
statement— 


BALANCE SHEET. 


Liabilities, Assets. 
Capital A/cs— Cash as ae aye ++ || 2,200 
Smith si 75 «. |} 1,400 Jones— 
Brown ba AB +. || 1,000 Capital Overdrawn.. {£80 
Share of Deficiency.. 120 
— 200 
2,400 ? 2,400 


_ Sas Sas |e ee 


Applying the Garner v. Murray rule, the solvent partners 
will receive and lose the following amounts— 


Partners. Receive. Lose. 
Smith 2488 of £2,200 = £1,283 6s. 8d. | 4488 of £200 = £116 13s. 4d. 
Brown 229° of £2,200 = £916 13s. 4d. | $239 of £200 = £83 6s. 8d. 


And the Ledger Accounts will be as follows— 


Dr. SMITH (CAPITAL ACCOUNT). Cr. 
| 
To Transfer from Jones By Balance os seted400 
A/c Ag os 116 |13) 4 
», Cash .. 56 -- || 1,283 | 6) 8 
1,400 1,400 
Je — 
Dr. BROWN CAPITAL ACCOUNT. Cr. 
To Transfer from Jones By Balance ay ++ |] 1,000 
A . 83 | 6] 8 


bo a Ai0 Bie ° 
», Cash .. os oe 916 |13, 
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Dr. JONES. Cr. 
To Capital A/c fore By Transfer to— 
drawn) . ri 80 Smith, Capital A/c 116 |13] 4 
yy Share of Firm's” Brown, Capital A/c 83 | 6] 8 
Deficiency 120 
200 200 
| 
Dr CASH BOOK Cr. 
To Balance .. 2,200 By Capital A/cs— 
Smith ., oe 1,283 | 6| 8 
Brown .. oe 916 |13| 4 
2,200 2,200 


(5) A Loss on Realisation, and all the partners insolvent, 
the creditors being paid a dividend. 
Example.—Brown and Jones are in partnership sharing 
profits and losses two-thirds and one-third respectively. 
The following is the state of affairs at the date of dissolution. 


BALANCE SHEET. 


Liabilities, 
Sundry Creditors Cr ar 
Capital A/es— 
Brown a 
Jones ois 


Assets, 
6,000 Cash |< te on 
Sundry Debtors ee 
2,360 Stock 
1,231 Fixtures and Fittings. . 
Goodwill AD ar 
9,591 


450 
2,041 
2,160 
1,540 
3,400 


9,591 


The Assets, other than Cash, realise £4,300, and the expenses 
of winding up are £150. Close the books of the firm. 


CASH BOOK. 


_ Dr. Cr. 
To Balance .. 450 By Realisation A/c (Expenses) 150 
», Realisation A/c (proceeds », Sundry Creditors— 
of sale of assets) . 4,300 Dividend of 15/4 in ih, 
£o0n £6,000 .. 4,600 
4,750 4,750 aa 
& ——— a a 
Dr. REALISATION ACCOUNT. Cr. 
To Sundry Assets oo lt O,F4t B cas roceeds of 
», Cash (Expenses) .. "rg0 : ale) e < ; 4,300 
= Basses (loss carried 
to Profit and Loss) 991 
9,201 9,291 ‘Eins 
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Dr. SUNDRY CREDITORS. Cr. 
To Cash (Dividend of By Balance 0 -+ || 6,000 
15s. 4d. in the £) || 4,600} 
», Balancec/d.. ++ ||, 1,400 
6,000 6,000 Give 
To Profit and Loss ie 
(transfer) .. +» || 1,400 By Balance b/d.. ++ || 1,400 
Dr. PROFIT AND LOSS ACCOUNT. Cr. 
To Realisation A/c (ba- By Balance from Sundry 
lance brought Creditors A/c... || 1,400 
forward) .. e+ || 4,991 », Capital A/es— 
Brown % £2,394 
Jones } 1,197 
3,591 
4,991 4,991 
25 BROWN (CAPITAL ACCOUNT). Cr. 
To Profit and Loss A/c || 2,394 By Balance oi «- || 2,360 
», Balance c/d.. OG 34 
2,394 2,394 
To Balance b/d.. ae 34 al By Jones (Capital A/c) 34 
Dr, - JONES (CAPITAL ACCOUNT). Gn 
To Profit and Loss A/c.. || 1,197 By Balance aie ae || 1,231 
»» Balance e/d.. so 34 
| 1,231 1,231 
es ——— —— os 
To Brown (Capital A/c) 34 i By Balance b/d.. 34 


Note.—In this case a Profit and Loss Account is opened, debited 
with the loss on realisation, and credited with the unpaid balance 
of the Creditors’ Accounts, which makes a paper profit. The balance 
of the Profit and Loss Account is carried to the Capital Accounts in 
the usual way. The Capital Accounts are then closed by transfer of 
their corresponding but opposite balance. 

Alternative Form of Realisation Account.—In some cases 
the Asset Accounts are not closed by transfer to a Realisation 
Account but are left open. The Cash received for the assets 
is debited in the Cash Book and credited to the various Asset 
Accounts, the balances of which, representing either gains 
or losses, are carried to a Realisation Profit and Loss Account. 
The actual gain or loss on each asset is thus easily perceived. 

Example.—Light and Dark are equal partners in a retail 
concern. They decide to retire, and sell their business on 
31st Dec., 19.., the position of affairs on this date being as 
on the next page. 
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BALANCE SHEET, 31st DEc., 19.. 


Liabilities, Assets, 
Sundry Creditors oa «|| 450 Lease .. «|| 1,000 
Capital Accounts— Fixtures and Fittings. . --|] 500 
ci Ae <s «|| 3,000 Sundry Debtors a ++|} 950 
Dark . as oe ++|| 2,000 Stock-in-trade .. ae «+|| 2,500 


Cash at Bank .. On «+|| 500 


53450 5,450 


The Lease was sold for £1,500, Fixtures for £550, and Stock 
for £2,300. The Book Debts only realised £900, £30 being 
allowed for discount. The Creditors were paid £430 in full 
settlement. The Expenses of winding up were £32. Close 
the books of the firm, showing the result of the realisation, 
and detailing the various Ledger Accounts. Show also the 
payment to each partner of the amount actually due to him. 


Dr. LEASE. Cr. 
TO 19). 
Jan. 1 | To Balance.. 1,000 Dec. 31 | By Cash .. -|| 1,500 
Dec. 31 | ,, Realisation Aje 
(gain).. Ag; 500 
I,500 1,500 
ne FIXTURES AND FITTINGS. Ge 
19)... X90 
Jan. 1 |To Balance 500 Dec. 31 | ByCash .. «»|} 550 
Dec. 31 » Realisation A/c 
(gain).. oe 50 
550 550 
Dr. A SUNDRY DEBTORS. Cr. 
19.. ; 19.. 
Jan. 1 | To Balance eel] 950 Dec. 31 | By Cash .. -.|| 900 
: » | », Discount 30 
» | » Bad Debts Ale 
(transfer) .. 20 
950 950 
Dr. STOCK. Cr. 
19.. TOs. 
Jan. 1 | To Balance «|| 2,500 Dec, 31 | By Cash .. 2,300 
» | » Realisation Ajc 
(loss) .. ae 200 
2,500 2,500 
os —— a 


590 


PAR]. DICTIONARY OF BOOK-KEEPING {PAR 
Dr. SUNDRY CREDITORS. Cr. 
IQ. XOnle | 

Dec. 31 | ToCash .., eel 430 Jan. 1 | By Balance.. Sein 450 

a », Discount we 20 
-—| | —_—\— 
450 | 450 
——|o 
Dr. BAD DEBTS. Cr. 
19.. 19.. 
Dec. 31 | To Sundry Debtors 20 Dec. 31 | By ee ate 
(loss) . 20 
Dr. DISCOUNTS RECEIVED. Cr. 
19.. TOn 
Dec. 31 | To Realisation A/c Dec. 31 | By Sundry Creditors 20 
(gain). . 5 20 
Dr. DISCOUNTS ALLOWED. ~ an Cr. 
Dec. 31 | To Sundry Debtors |} 30 Dec. 31 | By eaegen ih 
(loss) . 30 
Dr. REALISATION PROFIT AND LOSS ACCOUNT. Cr. 
19.. Losses. LOrre Sains. 
Dec. 31 | To Stock we 200 Dec. 31 | By Lease aie 500 
os », Discounts al- . », Fixtures and 
lowed. . 30 Fittings 50 
» | », Bad Debts 20 o » Discounts Re- 
a 1» Expenses (Cash) 32 ceived 3 20 
» | », Capital A/cs (net 
gain)— 
Light 4 £144 
Dark 4 144 
—— 288 
570 570 
br. LIGHT (CAPITAL ACCOUNT). re 
1Q.- 19.. 
Dec. 31 | ToCash .. 3,144 Jan. 1 By Balance 3,000 
Dec 31 ,, Realisation A/e 
(4 profit) 144 
3,144 3,144 
| 


591 


PAR] DICTIONARY OF BOOK-KEEPING [PER 


Dr. DARK (CAPITAL ACCOUNT). Cr. 
| 
19.. 19.. 
Dec. 31 | ToCash_ .. || 2,744 Jan. 1 | By Balance -+|| 2,000 
Dec. 31 | ,, Realisation Ale 
(4 profit) .. 144 
2,144 | 2,144 
Dr. Cr. 
Receipts. Discount. Bank. 
To Balance .. .. 500 By Sundry Creditors || 20 430 
», Lease .. 1,500 », Realisation A/c 
», Fixtures and. (Expenses of 
Fittings .. 550 Winding up) .. 32 
», Sundry Debtors 30 900 », Capital A/es— 
Stock™ 3, .. 2,300 Light £3,144 
Dark 2,144 
5,288 
30 5,750 20 5,750 
Esl | pel 


PASS BOOK.—(See BANK Pass Book.) 

PATENTS.—When patents are purchased, an account is 
opened and debited with the cost. The annual fees for 
renewal are charged to Profit and Loss Account. Patents 
are depreciated by writing off the cost over the “life ” of the 
patent, which is fourteen years. Thus one-fourteenth would 
be written off the first year, one-thirteenth the second year, 
and so on. Sometimes the cost of the Trade Marks is placed 
to the same account. 

PATENTS, TRADE MARKS, ETC.—(See PATENTs.) 

PATTERNS AND MODELS.—(See MoDELs AND PATTERNS.) 

PAYEE.—(See CHEQUE, also BILL OF EXCHANGE.) 

“ Account Payee.’’—(See AND Co.) 

PAYMENT FOR HONOUR SUPRA PROTEST.—(See BILL 
OF EXCHANGE.) 

PAYMENTS BY INSTALMENTS.—(See INSTALMENT 
PAYMENT PURCHASE ACCOUNTS.) 

PAYMENTS IN ADVANCE.—(See ADJUSTMENTS AT 
BALANCING TIME.) 

PENSION FUND.—(See SUPERANNUATION FUND and CAsH 
AT BANK. 

PER CAPITA—PER STIRPES.—Two Latin phrases met 
with in Executorship Accounts, signifying “by the heads or 
polls”’ and “by the stems or families” respectively. The 
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terms have reference to the distribution of an intestate’s 
personal estate. 

Per Capita denotes the distribution of the personalty 
equally among the intestate’s children, or, in the absence of 
children, equally among the intestate’s brothers and sisters. 
These claim in their own right as actual next of kin. 

Per Stirpes denotes the distribution of part of the personalty 
among a younger generation, owing to the fact that some 
members of the older generation, #.¢., the actual next of kin, 
are dead, but have left issue. In this case the children claim, 
not in their own right, but by representation, and divide 
between them the share to which their deceased parent would 
have been entitled. Thus, suppose an intestate to leave 
four children, and three grandchildren by a deceased child. 
The personalty divisible among the children would be divided 
into five equal parts ; the surviving children would take one 
part each per capita, and the three grandchildren would share 
the remaining part between them per stirpes. The right to 
share per stirpes is limited to grandchildren, and, in certain 
cases, to nephews and nieces of the intestate. 

PER CENT.—Latin phrase = per hundred. 

PERCENTAGE ADDED TO COST.—(See BRANcH 
ACCOUNTS.) = 


PERCENTAGES OF GROSS AND NET /PRFIOT.—(See > 


Cost AccouNTs and TRADING ACCOUNT.) = 
PERPETUAL LEDGERS.—(See LoosE LEAF LEDGERS.) 
PER PRO.— PER PROCURATION.— (See CHEQUE- 

INDORSEMENT.) 

PERSONAL ACCOUNTS.—(See Account.) 

PERSONALTY.—This denotes all movable property, such 
as money, goods, furniture, other chattels, and leasehold 
interests in land. 

PER STIRPES.—(See under PER CAPITA.) 

PETTY CASH.—This is a sum of money advanced to a 
sub-cashier or junior clerk for the purpose of making sundry 
small disbursements day by day. There are various methods 
of keeping the Petty Cash. 

First Method.—This way, which obtains in small businesses, 
is to keep a memorandum book and to enter all items therein 
daily as they occur. At the end of the month the total of 
the expenditure is written on the credit side of the Cash 
Book and posted to the debit of the Trade Expenses Account 
in the Ledger. 
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Example— 
Dr, CASH BOOK. Cr. 


Jan. 1 |To Balance an. 1 |By Petty 
(say) 3| 6 25 Cash c Io} 
® lip enk c|| ro etc. 
ete. ete. 
ete. » 3I|,, Trade 
Expenses Q\IO|11) 
Ledger. 
Dr. TRADE EXPENSES. Cr. 
| 
Jan. 31 | To Petty Cash | 9 |I0 x | | | 
| 


Second Method.—This is, to draw a cheque for Petty Cash, 
and enter the details in a memorandum book as before. 
At the end of the month the expenditure, however, is sum- 
marised, and the summary copied into the Cash Book; from 
there it is posted to the debit of the accounts concerned in 
the Ledger. 


Example— 
Dr. CASH BOOK. Cr. 
Office. Office. Bank. 
Jan. 1 |To Balance an. 1 |By Petty 
(say) .. Cash ../c 10 
Fr ae ap ODE | wa | Oi] 60 etc. 
etc, ” 
” ”» 
” »” 
” », Postage & 
Telegrams 2| 3/12, 
“A », Carriage 
Outward x} 2] 3) 
4 », Travelling} 
Expenses 1| 6] 3 
ia », Carriage 
Inwards 2/13/10) 
” » Printing & 
Stationery 18} 6 
” ” Sundry 
Expenses 1} 2) 8 
‘ » Brown & 
Co. 3I ¢ 


The Ledger Accounts would appear the same as in the final 
example. 

Third Method.—The disadvantage of the second method 
is that it retards the monthly balancing of the Cash Book, 
as the latter cannot be ruled off until the.Petty Cash expenses 
for the month have been analysed and the analysis written 
therein. To obviate this the cheque drawn for Petty Cash 
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is posted to the debit of a Petty Cash Account in the Ledger. 


The analysis of the expenses at the end of the month is then 
journalised, 


Example— 
Dr. CASH BOOK. oe 
Office. || Bank. Office Bank. 
19.. ie 19.. fe heli 
Jan. 1 | To Balance Jan. 1 | By Petty Cash bo) 
(say) 250 
JOURNAL. Dr. Cr. 
Jan. 31 | Postage and Telegrams ale) Le 
Carriage Outwards bh Bs 
Travelling Expenses .. Wl Gye sess 
Carriage Inwards Oe 2} 131 10 
Printing and Stationery 18 | 6 
Sundry Expenses ball ae ass 
Brown & Co. .. 556 Sib 
To Petty Cash 06 ON LOr We 
for sundry expenses dur- P 
ing the month as per 
Petty Cash Book. 
Ledger. 
Dr. PETTY CASH. Cr. 
19.. 19.. 
Jan. To Cash .. = be) Jan. 3x | By Sundry Ex- 
penses on g |Io|r1 
PES llsebaltancesc/d o). 9| = 
Io ir 10 eg 


Feb. 1 | To Balance b/d .. 9] I 


The other accounts would appear as in the final example. 

Modern Method.—The final and modern method of keeping 
the Petty Cash is what is known as the Imprest System. The 
word “imprest”? means “retained” or “held.” Thus a 
certain sum of money is advanced for petty cash purposes, 
and this advance is always retained or kept at the same 
figure, by drawing a cheque at the end of the month for the 
exact amount spent, and putting the money back again into 
the Petty Cash. It is thought that, under this system the 
Expenditure will be checked by the proprietor more often 
than if he were in the habit of signing cheques for the same 
round sum each month. 
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Example.—Enter the following particulars into a Petty 
Cash Book (kept on the Imprest System), analysing the items 


under suitable headings, and post to Ledger Accounts. 


Jan. 1 
2 


Received Cheque for Petty Cash . 

Paid Pickford & Co. ser wes on Goods 
sold 40 

Bought Stamps 

Paid Carter, Eaters & Co., Carriage 0 on 
Goods sold 

Bought String 6 

Paid Midland aes Carriage on Goods 


bought .. 
Bus Fares, 11d; " Sealing Wax, 3d.: 
Melepram acts. sie aye 


Paid Traveller’s Expenses. . 

Washing Towels and Dusters 

Gratuity to Dustmen : 

Paid S.E. and C. ‘Rly. Carriage on Goods 
sold te 

Bought Red Tape 3d., Tram Fares 9d. 

Paid L. & N.W. Rly. Carriage on Goods 
bought .. 46 ee 

Cards ad Labels 

Telegram 

Paid Carter, Paterson & Co., Carriage on 
Returns from Brown & Co. Sent 
them Debit Note for same 

Washing Towels and Dusters 

Gratuity to Dustmen : 

Paid Midland Rly. Carriage on Goods 
bought .. 

Paid Carter, Paterson & Co. Carriage on 
Goods sold ie 

Bus and Tram Fares of Shop boy.. 

Parcels Delivery Co. , Carriage on Goods sold 

Bought Matches 3d. ; Stamps {1; Tele- 
gram. Is. 9d. .. a6 : 

Washing Towels and Dusters 

Printing Address Labels 

Paid Great Central Rly. eon neee on Goods 
bought . 

Bus and Tram Fares. 

Traveller’s Expenses 

Paid Carter, Paterson & Co. Carriage on 
Goods sold do ve ee 

Bought Candles 

Washing Towels and Dusters 

Gratuity to Dustmen 3d.; Bus and Tram 
Fares 9d. Sie 

Cleaning Offices and Rooms. 
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General Ledger. (38) 
Dr, POSTAGE AND TELEGRAMS. Cr. 
Jan. 31 | To Petty Cash -|24]| 2 sal | | | | | 
| 

(46) 
Dr. CARRIAGE OUTWARDS. Cr. 
Jan. 31 | To Petty Cash -|24]| xr] 2 | | | | 
(54) 
Dr. TRAVELLING EXPENSES. Cr. 
Jan. 31 | To Petty Cash ..|24]| 1 ° | | | | | | 
(65) 
Dr. CARRIAGE INWARDS. Cr. 
Jan. 31 | To Petty Cash ..|24]] 2 |13 x | | | | | 
(71) 
Dr. PRINTING AND STATIONERY. Cr. 
Jan. 31 | To Petty Cash | 24 18 ; | | | | | 
(86) 
Dr. SUNDRY EXPENSES. Cr. 
Jan. 31 | ToPettyCash ../24/| 1 | 2 : | | | | | 
Sales Ledger. (168) 
Dr. BROWN & Co. ce 

Jan. 31 | To Petty Cash (car- 

riage paid out 

on Returns) ..! 24 3] 9 


PETTY EXPENSES.—(See TRADE EXPENSES.) 

PICE.—(See RUPEE.) 

PIE.—(See RUPEE.) 

PLANT AND MACHINERY.—A separate account is opened 
for this item, and all purchases thereof debited to it. For 
the treatment of depreciation see under that heading. See 
also under ADDITIONS TO PLANT. For the treatment of 
Plant used on Contracts, see also CONTRACTS. 

Fixed Plant and Machinery.—That which is fastened to the 
walls or floors of the building. 
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Loose Plant and Machinery.—That which can be moved 
from place to place as required. 

P/N.—Abbreviation of Promissory Note. 

POLICY IN PAYMENT OF A DEBT.—(See Lire Poticy.) 

POSSESSORY LIEN.—(See Lien.) 

POSTAGE BOOK.—A memorandum Cash Book, in which 
are entered daily the names of persons to whom letters and 
parcels are sent, and the amount of the postage. It actsasa 
check on the office boy, to whom a quantity of stamps is given 
from time to time for the purpose of postage. 


Example— 
POSTAGE BOOK. 
Stamps | Date. Name and Address. Amount of 
Received. Postage. 
NN 
| 5 Jan. 1 | Mrs. Brown, Windsor ats ae 1 


, | M. Le Claire, Paris. . re sel 
re 7 | tlerrn strumpfi, Berlin -<. a | 
Fiat , | Rev. E. Stiggins, Newbury (parcel) | 
| 
| 


POSTAGE, TELEGRAMS, AND BILL STAMPS.—An 
account is opened under this heading for expenditure of this 
kind. It is closed at balancing time by transfer to Profit 
and Loss. 

POSTAL ORDER.—(See Casu.) 

POST-DATED CHEQUES.—(See CHEQUE.) 

POST-DATED GOODS.—(See DATING FORWARD.) 

POSTING.—The act of transferring entries, either in detail 
or total, from any of the subsidiary books to the Ledger. 

POST-OBIT BOND.—A bond under which a person receiving 
money binds himself to repay the same, generally with interest, 
after the death of an individual from whom he expects to 
inherit property. 

POWER OF APPOINTMENT.—A right to direct the disposal 
of any property given to a person under any will or settlement. 

POWER OF ATTORNEY.—A formal legal document 
authorising one person to act for or on behalf of another. 
Managers of large branches, where the head office is situated 
in another country, often have this power on behalf of the 


firm. 
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PREFERENCE DIVIDEND LESS TAX.—When the 
dividend on the Preference Shares appears in the Trial Balance 
less tax, the tax must be added back, and deducted from 
the Taxes Account if the Company has paid its income 
tax for the year ; if not, it would show as a separate item on 
the Balance Sheet.. The entries necessary for bringing the 
Dividend to account are either— 


Journal. 
(1) Preference Dividend Account (full amount) Dry. 
To Preference Shareholders (net amount) Cr. 
», Income Tax Account (tax) Cr. 
Appropriation of Profit Account Dis 
To Preference Dividend Account Cr. 
Cash Book. 
By Preference Shareholders (net amount) 
Journal. 
or (2) Appropriation of Profit Account Dr. 
To Preference Dividend Account Cr. 
(for full amount of Dividend) 
Preference Dividend Account Dr. 
To Income Tax Account Cr 
(for amount of tax) 
Cash Book. 


By Preference Dividend Account (net amount) 
The notes under Debenture Interest Jess tax should be 
referred to by the student. 

PREFERENCE (RIGHT OF).—(See MARSHALLING OF 
ASSETS. ) 

PREFERENCE SHARES.—(See CoMPANny.) 

PREFERENTIAL CREDITORS.—(See STATEMENT OF 
AFFAIRS.) 

PREFERENTIAL PAYMENTS.—(See STATEMENT OF 
AFFAIRS and WINDING UP.) 

PRELIMINARY EXPENSES.—These include the law 
costs, registration fees, printing of prospectuses and forms 
of application, advertising and other expenses incidental 
to the formation or promotion of a Company. Hence they 
are also called Formation Expenses and Promotion Expenses. 
Such expenditure is, of course, Capital Expenditure; but 
it is usually written off to Revenue over a period of years, 
three, five or seven according as the amount is small, large, 
or very large. In examination work it must not be written 
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off unless definite instructions are so given. The balance of 
the account appears each year on the assets side of the 
Balance Sheet until the amount is finally extinguished. 

PREMISES.—These may be either Leasehold or Freehold. 
For information respecting these, see under FREEHOLD and 
LEASEHOLD respectively, also under DEPRECIATION and under 
ALTERATIONS. 

PREMIUM (APPRENTICE).—A sum of money required 
for teaching a person a particular trade or profession. It is 
a source of income, but is written off to the credit of Profit 
and Loss by instalments over the period of apprenticeship. 
Thus, with a premium of £500 for five years, one-fifth or £100 
wou'd be taken to Revenue each year. 

PREMIUM (INSURANCE).—(See AssuRANCE and INsuR- 
ANCE.) 

PREMIUM ON DEBENTURES.—(See DEBENTURE 
PREMIUM.) 

PREMIUM ON LEASE.—(See LEAsz.) 

PREMIUM ON SHARES.—(See SHARE PREMIUM.) 

PREMIUM (PARTNERSHIP). — (See PARTNERSHIP 
ACCOUNTS.) 

PREPAID CALLS.—Same as CALLS IN ADVANCE. 

PREPAYMENTS.—(See ADJUSTMENTS AT BALANCING 
TIME.) 

PRESENTATION OF CHEQUE OR BILL.—(See CHEQUE 
and BILL OF EXCHANGE.) 

PRESENTMENT FOR ACCEPTANCE.—(See Bit of 
EXCHANGE.) 

PRESS COPY.—(See INVOICE.) 

PRICE LISTS.—(See CATALOGUES.) 

PRIME COST.—(See Cost Accounts.) 

PRIME COST LEDGER.—(See Cost LEDGER.) 

PRINTING AND STATIONERY.—A separate account is 
opened for expenditure of this nature, and all purchases 
thereof debited toit. The stock, at balancing time, is written 
in on the credit side, and the balance of the account is then 
transferred to the debit of Profit and Loss; such balance 
represents the cost of the printing and stationery used 
during the past trading period. The stock of stationery is 
brought down on the debit side of the Account, and appears 
in the Balance Sheet as an asset. 

PRIVATE ACCOUNT.—(See Drawine Account.) 

PRIVATE COMPANY.—(See Company.) 
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PRIVATE LEDGER.—A Ledger containing the Capital 
and Drawing Accounts of the partners of the firm, and the 
Profit and Loss Accounts and Balance Sheets of past trading 
periods. It also includes any other accounts of a private 
nature such as Loans, etc. The Stock Account is sometimes 
kept in the Private Ledger, as, without this knowledge, it 
then becomes impossible for the clerks to ascertain the gross 
or net profit, even though they have access to all the other 
information. The Private Ledger is often kept by the chief 
clerk or accountant, who occupies a confidential post. 

PRIVATE LEDGER ACCOUNT.—Where it is not desired 
that any clerk shall have access to the Private Ledger, an 
adjustment account, called Private Ledger Account, is opened 
at the back of the General Ledger, and credited with the net 
balance of all the accounts in the Private Ledger. All items 
that should be posted to the Private Ledger are then debited 
or credited to the Private Ledger Account instead. The 
balance of the Private Ledger Account thus enables the Trial 
Balance to be completed without reference to the Private 
Ledger itself. At balancing time, the professional accountant 
who makes up the Profit and Loss Account and Balance 
Sheet, analyses the Private Ledger Account and posts the 
details to the proper accounts in the Private Ledger. He 
closes the Private Ledger Account for the past period by writ- 
ing “ To Transfer to Private Ledger,’ and re-opens it by 
writing ““ By Balance,” and the net amount for the new period. 

PRIVATE LEDGER ADJUSTMENT ACCOUNT.—(See 
PRIVATE LEDGER ACCOUNT.) 

PROBATE.—Official proof of will. (See EXECUTORSHIP 
ACCOUNTS.) 

PROCESS COST ACCOUNTS.—(See Cost Accounts.) 

PROCURATION.—A document giving one person the 
management of another’s affairs. Cheques are often signed 
and indorsed ‘‘ per procuration,” or “per pro.” as it is 
commonly abbreviated. 

Per Procuration.—A signature of one person on behalf 
of another. A signature “per pro.” indicates that the 
proctor or agent has only a limited authority, and the principal 
is not bound if the agent exceeds that authority. 

PRODUCTION ACCOUNT.—(See Cost Accounts and 
MANUFACTURING ACCOUNTS.) 

PRODUCTION EXPENSES.—(See Cost Accounts.) 

PRODUCTIVE WAGES.—(See MaNnuFAcTuRING WAGES.) 
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PROFIT.—Excess of selling price over buying or cost price. 

Gross Profit.—Excess of sales over purchases and purchase 
expenses, after adjustment of any stock at commencement or 
finish of the period, as shown by the Trading Account. 

Net Profit.—Excess of gross profit over the selling and 
management expenses, as shown by the Profit and Loss 
Account. 

Capitalised Profits—(See Bonus SHARES.) The term 
is sometimes used in reference to profits transferred to the 
Reserve Fund. 

Percentages of Gross and Net Profit—(See TRADING 
Account and Cost AccountTs.} 

PROFIT AND LOSS ACCOUNT.—An Account into which 
are collected all the various gains and losses of the business, 
in order to ascertain the difference between the totals of each, 
such difference being either the net profit or the net loss 
resulting from trading. For an example see under TRADING 
AND PROFIT AND Loss AccouNT. : y 
- PROFIT BY SINGLE ENTRY.—(See SINGLE ENTRY.) 

PROFITS PRIOR TO INCORPORATION.—(See Company.) 

PRO FORMA INVOICE.—(See INVOICE.) 

PROMISSORY NOTE.—This, as defined by the Bills of 
Exchange Act, 1882, is— 

An unconditional promise in writing made by one person to another, 
signed by the maker, engaging to pay, on demand or at a fixed or deter- 
minable future time, a sum certain in money, to, or to the order of, a 
specified person or to bearer. 

The stamp duty on Promissory Notes is the same as for 
Bills, except that it is always ad valorem whether payable on 
demand or within 3 days, or otherwise. A Promissory Note 
is transferable like a bill of exchange; and the provisions of 
the Bills of Exchange Act apply, with a few exceptions, 
also to promissory notes. 


Example— 


* ae . London, way 
pA: 20th Jan., 19.. 


Three months after date I promise to pay 
to Mr. W. Marshman or order the sum of 
Seventy-five pounds, for value received. 


E. A. Shepherd. 


Use of Promissory Notes.—Promissory Notes are mostly 
603 


PRO] DICTIONARY OF BOOK-KEEPING [PRO 


used for Joan transactions. In book-keeping they are treated 
as Bills if not very numerous. Thus a Promissory Note we 
receive would be entered as a Bill Receivable, and a 
Promissory Note we give as a Bill Payable. In a Loan Office 
or other business where the notes are numerous, a separate 
account would be opened for ‘‘Promissory Notes 
Receivable,” and “ Promissory Notes Payable ” respectively. 

Parties to a Note.—There are two parties to a Promissory 
Note, the maker, and the payee. In the example given, 
E. A. Shepherd is the maker, and W. Marshman the payee. 
No maker, however, is liable until he has actually signed and 
delivered the Note to the payee or bearer. 

Joint and Several Promissory Notes.—Section 85 of the Bills 
of Exchange Act, 1882, says— 


(1) A promissory note may be made by two or more makers, and they 
may be liable thereon jointly, or jointly and severally according 
to its tenor. 

(2) Where a note runs “‘I promise to pay ”’ and is signed by two 
or more persons it is deemed to be their joint and several note. 


, 


The following is an example of a Joint Note— 
_ £75. i. : London, 
1st June, 19... 
Three months after date we promise to pay 
Mr. T. C. Jones the sum of Seventy-five 
$d. : 
Stamp. pounds, value recewed. 


Ri Ja Porters: 
W. J. Marshman. 


To be a Joint and Several Note it would have to read “I 
promise to pay,” or‘ ‘ We and each of us promise to pay,” or 
‘““We jointly and severally promise to pay.’’ A Joint and 
Several Note is, of course, preferable to a mere Joint Note. 
In the latter case the promisee could only sue the makers 
jointly; in the former case he could sue each maker 
individually. 

Promissory Note and Collateral Security.—By Section 83 
(3) of the Act, “ A note is not invalid by reason only that it 
contains also a pledge of collateral security with authority 
to sell or dispose thereof.” 

Inland and Foreign Notes.—A note which is, or on the face 
of it purports to be, both made and payable within the British 
Islands is an inland note. Any other note is a foreign note. 
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Note Payable on Demand.—A note is payable on demand— 

(a) Which is expressed to be payable on demand, or at 
sight, or on presentation ; or 

(5) In which no time for payment is expressed. 

Presentment for Payment.—Where a promissory note is 
in the body of it made payable at a particular place, it must 
be presented for payment at that particular place in order 
to render the maker liable. In any other case presentment 
for payment is not necessary in order to render the maker 
liable. Presentment for payment is necessary in order to 
render an indorser liable. 

Liability of Maker.—The maker of a promissory note by 
making it— 

(1) Engages that he will pay it according to its tenor. 

(2) Is precluded from denying to a holder in due course 
the existence of the payee and his then capacity to 
indorse. 

Difference between Promissory Note and Bill of Exchange. 

—-The principal points of difference are— ; 

(1) A Note is a promise to pay, a Billis an order to pay. 

(2) A Bill requires acceptance, a Note does not. 

(3) There are three parties to a Bill, but only ¢wo to a Note. 

(4) A Bill is drawn by the Creditor, a Note is made out 
by the Debtor. 

(5) Bills are often drawn 7m sets, notes are made singly. 

(6) Foreign Bills when dishonoured must be protested, foreign 
Notes need not. 

PROMOTER.—The person who does the necessary pre- 
liminary work in forming or floating a Company. The 
promoter stands in a fiduciary relationship towards the 
company he is floating, and must not therefore use his position 
to make any secret profit at the expense of the company. 
The promoter is personally liable for any acts done before the 
company is registered, and the company cannot subsequently 
ratify such acts. 

PROMOTION EXPENSES.—(See PRELIMINARY EXPENSES.) 

PROPERTY ACCOUNTS.—(See Account.) 

PROPERTY LIST H.—(See STATEMENT OF AFFAIRS.) 

PROPERTY TAX.—Schedule A Tax. 

PROSPECTUS.—For an explanation of the term the 
student should refer to this heading under Company. By 
Section 81 of the Companies Consolidation Act, 1908— 


Every prospectus issued by or on behalf of a company, or by or on 
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behalf of any person who is or has been engaged or interested in the 
formation of the company, must state— 

(1) The contents of the memorandum, with the names, descriptions, 
and addresses of the signatories, and the number of shares 
subscribed for by them respectively ; and the number of 
founders or management or deferred shares, if any, and the 
nature and extent of the interest of the holders in the property, 
and profits of the company ; and 

(2) the number of shares, if any, fixed by the articles as the qualifica- 
tion of a director, and any provision in the articles as to the 
remuneration of the directors ; and 

(3) the names, descriptions, and addresses of the directors or proposed 
directors; and 

(4) the minimum subscription on which the directors may proceed 
to allotment, and the amount payable on application and allot 
ment on each share; and in the case of a second or subsequent 
offer of shares, the amount offered for subscription on each 
previous allotment made within the two preceding years, and 
the amount actually allotted, and the amount, if any, paid 
on the shares so allotted ; and 

(5) the number and amount of shares and debentures which within 
the two preceding years have been issued, or agreed to be 
issued, as fully or partly paid up otherwise than in cash, and in 
the latter case the extent to which they are so paid up, and in 
either case the consideration for which those shares or deben- 
tures have been issued or are proposed or intended to be 
issued; and 

(6) the names and addresses of the vendors of any property 
purchased or acquired by the company, or proposed so to be 
purchased or acquired, which is to be paid for wholly or partly 
out of the proceeds of the issue offered for subscription by the 
prospectus, or the purchase or acquisition of which has not been 
completed at the date of issue of the prospectus, and the 
amount payable in cash, shares, or debentures, to the vendor, 
and where there is more than one separate vendor, or the 
company is a sub-purchaser, the amount so payable to each 
vendor: Provided that where the vendors or any of them are 
a firm the members of the firm shall not be treated as separate 
vendors ; and 

(7) the amount (if any) paid or payable as purchase money in cash, 
shares, or debentures, for any such property as aforesaid, 
specifying the amount (if any) payable for goodwill; and 

(8) the amount (if any) paid within the two preceding years, or 
payable, as commission for subscribing or agreeing to subscribe, 
or procuring or agreeing to procure subscriptions, for any 
shares in, or debentures of, the company, or the rate of any 
such commission; Provided that it shall not be necessary to 
state the commission payable to sub-underwriters ; and 

(9) the amount or estimated amount of preliminary expenses; and 

(10) the amount paid within the two preceding years or intended 
to be paid to any promoter, and the consideration for any such 
payment; and 

(11) the dates of and parties to every material contract, and a 
reasonable time and place at which any material contract 
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or a copy thereof may be inspected: Provided that this 
requirement shall not apply to a contract entered into in the 
ordinary course of the business carried on or intended to be 
carried on by the company, or to any contract entered into more 
than two years before the date of issue of the prospectus ; and 

(12) the names and addresses of the auditors (if any) of the company ; 
and 

(13) full particulars of the nature and extent of the interest (if any) 
of every director in the promotion of, or in the property 
proposed to be acquired by, the company, or where the interest 
of such a director consists in being a partner in a firm, the 
nature and extent of the interest of the firm, with a statement 
of all sums paid or agreed to be paid to him or to the firm in 
cash or shares or otherwise by any person either to induce him 
to become, or to qualify him as, a director, or otherwise for 
services rendered by him or by the firm in connection with the 
promotion or formation of the company ; and 

(14) Where the Company is a Company having shares of more than 
one class, the right of voting at meetings of the Company 
conferred by the several classes of shares respectively. 


PROTEST OF BILL.—(See BILL oF EXCHANGE.) 

PROVISIONS.—(See RESERVES.) 

PROXY.—(See ComPANY—MEETINGS. ) 

PUBLIC EXAMINATION.—(See STATEMENT OF AFFAIRS.) 

PUBLIC LIMITED COMPANY.—(See ComMPAny.) 

PURCHASE ACCOUNT.—(See Company.) 

PURCHASE MONEY.—(See ComPAny.) 

PURCHASE PRICE.—(See CoMPANY.) 

PURCHASES ACCOUNT.—An account in which are 
posted all cash and credit purchases of goods. It is closed 
by transfer to Trading Account. For the sake of convenience 
or additional information, the Purchases Account is often 

subdivided departmentally, as Purchases Account, A Dept., 
Purchases Account, B Dept.; or Purchases Account, Drapery, 
Purchases Account, Outfitting; and so on. Each of these 
subsidiary accounts is likewise closed at balancing time by 
transfer to Trading Account. Instead of having a separate 
Purchases Account for each department, purchases may be 
kept in one tabular Purchase Account, as explained under 
Departmental Accounts. 

PURCHASES BOOK.—A subsidiary book, or book of 
first entry, in which are recorded all purchases of goods 
on credit. It is also called the Bought Book, the Bought Day 
Book, and the Invoice Book. It derives the latter name from 
the fact that the inwards or bought invoices are copied into 
it. Cash purchases are entered direct into the Cash Book 
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on the Credit side, and from thence posted to the debit of 
the Purchases Account in the Ledger. Some firms copy the 
cash purchases, however, into the Purchases Book; this is 
condemned as a needless waste of time and paper. Some 
Purchases Booksareruled with only two money columns, others 
have several, according to the requirements of the business. 

Common Errors in the Purchases Book.—When an ordinary 
two-column Book is in use, the student must be on his guard 
against some very common errors. The fact that a thing is 
purchased, does not necessarily mean that it is to go through 
the Purchases Book. If it is something bought for resale, 
such as goods, then it will be entered therein; but if it is 
something bought to keep, such as Furniture, or something 
for our own use, such as Coal, Oil, Stationery, it must be 
journalised and posted to an asset or expense account. Again, 
when we enter into speculations with other people, then those 
credit purchases do not appear in the Purchases Book. The 
latter is kept solely for transactions on our own account. 
If we buy goods for a Joint Adventure with others, a Journal 
entry must be made for such a purchase, if on credit. Where, 
however, a Tabular Purchases Book is in use, all credit 
purchases, of whatever nature, may be entered in it, because 
there are separate columns for analysis. 

Example.—Record the following credit purchases, etc., 
(1) in the ordinary books, (2) in a Tabular or Columnar 
Purchases Book. 


19... 
June 1 | Bought of A. Brown, Windsor— 

30 yards Black Cloth @ 2/11; 20 yards Brown Cloth @ 3/6 
6 | Bought from T. Tompkins, Leeds— 

25 yards Black Cloth @ 3/9. 

13 | Purchased from Black & Co., London— 

5 tons Kitchen Nuts @ 16/6. 

15 | S. Starling of Nottingham sold me— 

40 yards Blue Cloth @ 4/6 ; 50 yards Brown Cloth @ 3/11. 
22 | Bought of B. Berry, Newbury— 

60 yards Brown Velvet @ 5/6; 30 yards Green Velvet @ 6/6. 
24 | Received Notice of Rent due for quarter, £36 12s. 6d. 
also Demand Note for Rates and Taxes, {£10 4s. 3d. 
25 | H. Hawke of Liverpool invoiced me— 

3 Office Desks @ 32/6. 

28 | Bought of R. W. Goodman, London— 

25 yards Fancy Satin @ 4/6; 30 yards Fancy Satin @ 3/6. 
30 | Purchased of White & Sons, Manchester— 

Stationery as per invoice, £4 15s. 8d. 
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Purchases Book. 
Details. Total. 


June 1 | A. Brown, Windsor— 
30 yards Black Cloth 2/11 4| 7] 6 
20 yards Brown Cloth 3/6 3}10 7|\17| 6 


6 | T. Tompkins, Leeds— 
25 yards Black Cloth 3/9 4}13) 9 4113] 9 


15 | S. Starling, Nottingham— 
40 yards Blue Cloth 4/6 
50 yards Brown Cloth 3/11 15}10])) 18/15)10 
22 | B. Berry, Newbury— 
60 yards Brown Velvet 5/6 16|10 
30 yards Green Velvet 6/6 9)15 26] 5 


28 | R. W. Goodman, London— 
25 yards Fancy Satin 4/6 
30 yards Fancy Satin 3/6 


aw 
fo) 
@ 
oO 
NI 


Journal. 
Dy. Cy. 


LO} re 
- June 13 | Coal a9 ne 4| 2) 6 

To Black & Co. 4) 2) 6 
for 5 tons Kitchen Nuts @ 16/6 


24 | Rent Be se ae Tae 36/12] 6 
Rates and Taxes .. dic he 10} 4| 3 
To Outstanding IN/CSan A616] 9 
for quarter’s Rent and Demand 
Note for Rates respectively. 


25 | Furniture and Fixtures .. ae 4\17| 6 
To H. Hawke .. me 4\17| 6 
for 3 Office Desks @ 32/6. 


30 | Stationery . a8 x 4/15) 8 
To White "& Sons we os 4/15) 8 
for paper, etc., as per invoice. 
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Purchases Ledger. 
Dr. A. BROWN, WINDSOR. ae 
19.. | 
| | | | | | re 1 | By Goods ss 7 |17| 6 
T. TOMPKINS, LEEDS. ee 
i ¥O.5 
| | | | | | sume 6 | By Goods .. -+/56]| 4 |13) 9 
ae S. STARLING, NOTTINGHAM. Oe 
P XOine 
| | | | | | so 15 | By Goods .. --/56)| 18 |15/r0 
& B. BERRY, NEWBURY. Cor 
79... 
| | | | | | rite a By Goods .. 9 26 | 5) 0 
8 
De R. W. GOODMAN, LONDON. - es 
= 19.. 
| | | | | | sone 28 | By Goods .. ++(56|] ro |x7) 6 
86 
Dr. BLACK & CO., LONDON. eo 
19: 
| | | | | | vets By Goods .. --(56]] 4 | 2] 6 
8 
ae OUTSTANDING ACCOUNTS. rah 
Sees ee Pee Tose 
| | | | | | June 24 | By Sundries jo 46 |16) 9 
88 
a H. HAWKE, LIVERPOOL. Ce 
19.. 1a 
| | | | | | st 25 | By Goods .. ats | 4 |r7| 6 
8 
‘i WHITE & SONS, MANCHESTER. oe 
| 2Gs'3 
ee ee 
General Ledger. 
a PURCHASES. Ce 
TO. 
June 30 | To Sundry Crs. .. | 68 | , | | | | | | 
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: ; (128) 

Dr, COAL. Cr. 
TOv. 

June 30 | ToSundry Crs. ..|56)| 4 | 2 | | | | | 

) (129) 

Dr, RENT, RATES, AND TAXES. Cr. 
TOs 

June 30 | To Sundry Crs. |56|| 46 |16) | | | | 

= (130) 

Dr. FURNITURE AND FIXTURES. Cr. 

19.. : 
June 30 | To Sundry Crs, 9 4 |17 { | | | | 
Dr. STATIONERY. ar 


I9.. 
June 30 | To Sundry Crs. [9 4 (15 


i rai 


PURCHASES RETURNS.—These are goods which have 
been sent back owing to some defect, or for any other reason. 
They are entered, usually from the Debit Note Book, into a 
Purchases Returns Book, the total of which is credited 
periodically to a Purchases Returns Account, the persons 
concerned being debited. Allowances claimed for short 
weight, breakage, etc., are frequently dealt with in the same 
way. (See ALLOWANCES.) 

Example.—Goods to the value of £5 10s. 6d. are returned 
by us on 15th Jan. to Messrs. Brown and Robinson, as not 
being up to sample, and a debit note is sent them for this 
amount and for an overcharge of 10s. 8d. on other goods. 
Record this entry in the proper subsidiary books and post 
to Ledger. 


Purchases Returns Book. 


No. of 
; : Name and Led. ; 
Date. me Description. Fol Details. Amount. 
ote. 
Oar. 
Jan.15 | 36 | Brown & Robinson 
Goods sn 5 | 10 6 
Overcharge .. 10|} 8 6 1 2 
fie 1 2 
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Ledger. 
Dr. PURCHASES RETURNS. Cr 
= ——$—— = —_— — = ————— —— 19... oe — = ———— —— 
Jan. 31 | By Sundries oe 6 | 1) 2 
Dr. BROWN & ROBINSON. Cr. 
Sou. sujiznouss: vr i 
Jan. 15 | To Returns .. ate 6 |x | 


Where a business comprises different departments, the 
Purchase Returns Book will be kept in tabular form similar 
to the example shown under Sales Returns Book. 


QUALIFIED ACCEPTANCE.—(See Bitits oF EXCHANGE. 
QUARTER DAYS.—In England and Ireland these are as 
follows— 
Lady Day, on 25th March ; 
Midsummer, on 24th June; 
Michaelmas, on 29th September 
Christmas, on 25th December. 


In Scotland they are the following— 


Candlemas, on 2nd February; 
Whitsun, on 15th May ; 
Lammas, on Ist August ; 
Martinmas, on 11th November. 


These are the last days of each of the quarters of the year on 
which payment of rent or interest falls due. 

QUID PRO QUO.—This is a Latin phrase meaning 
“one thing for another.’’ It denotes in business a mutual 
concession between parties. 

QUIT RENT (Free Rent).—The rent paid in a manor by 
which the tenant is freed from all other services. 

QUORUM.—tThe number of members of an administrative 
body whe must be present in order for the business transacted 
to be valid. The term is used in reference to the meetings 
of the shareholders or directors of a limited company. 


RACK RENT.—The full annual rent of any tenement or 
property. Formerly it denoted a rent raised to its highest 
possible point. 

RAILWAY COMPANIES ACCOUNTS.—These are kept 
on the Double Account System to which the student should 
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refer. The accounts of a railway company are governed by 
the Railway Companies (Accounts and Returns) Act, 1911, 
which came into operation on the Ist January, 1913. By 
this Act, every railway company must prepare, annually, 
accounts and returns in accordance with the form set out in 
the First Schedule to the Act, and must submit their accounts 
to their auditors in that form. The accounts and returns 
must be signed by the officer of the company responsible for 
their correctness or any part thereof; and, in the case of an 
incorporated railway company, by the chairman or deputy- 
chairman of the directors of the company. The accounts 
should be made up to the 31st December, or such other date 
as the Board of Trade may fix to meet special circumstances. 
Six copies of the accounts and returns are to be sent to the 
Board of Trade not later than sixty days after the expiration 
of the year for which the accounts are made up. The copy 
of the accounts numbered la, 1b, 1c, 3, and 18 in the First 
Schedule to the Act must be filed by the Registrar of Com- 
panies in England ; and if any part of the railway is situated 
in Scotland or Ireland, a copy of these accounts must be also 
filed by the Registrar of Companies in Scotland or Ireland. 
For this purpose, the Board of Trade shall, on receiving 
copies of the accounts and returns, furnish one of these 
copies to any Registrar by whom accounts are to be filed. 
Any person may inspect the accounts filed by any Registrar 
of Companies on paying a fee of Is. for each inspection as 
regards each railway company, and may require a copy or 
extract of any of these accounts, to be certified by the 
Registrar, on paying such fee as the Board of Trade may 
appoint, not exceeding 6d. for each folio. 

On the following pages are some of the more important of 
the prescribed forms; but, in addition to these, there are 
many abstracts and_ statistical returns for example : 
Abstracts showing Locomotive Running Expenses, Expenses 
of Collection and Delivery of Parcels and Goods, Receipts 
and Payments in respect of Running Power; Expenses, 
Receipts and Expenditure in respect of Omnibuses, Steam- 
boats, Canals, Docks, Harbours, Wharves, Hotels, etc. The 
statistical returns include particulars of Mileage of Lines, 
Rolling Stock, Horses and Road Vehicles, Steamboats, Canals, 
Docks, Harbours, Wharves, Hotels, Passenger Traffic and 
Receipts, Goods Traffic and Receipts, Number of Live Stock 
carried by Goods Trains, etc. 
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No. 1 (4). NOMINAL CAPITAL AUTHORISED, AND CREATED BY THE COMPANY. 


CAPITAL AUTHORISED CAPITAL CREATED BALANCE, 
a4 3 s| 34 Blas 
Ss ° £ iS) S 3 
Specrat Acts, a 5H : na ba n 5H 
ie) no 3 Lo} oo =I is) oo ir | 
eee a) a e(ge| 2) 8 | 28) 3 
g [48 Sale gal ks Mie SIS g 
d ct a ° d a) 
a a a a a a) 
ie £ £ £ is £ £ f 
I. Special Acts confer- : 
ring capital powers 
which have been 
fully exercised. 
Totals. 
I]. Special Acts confer- 
ring capital powers 


which have not yet 
been fully exercised 
[Each such Act to 
be stated here 
separately im 
order of date.) 


&c. 
Total... 


Note.—Where a special Act has been consolidated in a later Act, a reference to the 
consolidating Act is sufficient. 


No. 2.—SHARE CAPITAL AND STOCK CREATED, AS PER STATEMENT No.  (a)> 
SHOWING THE PROPORTION ISSUED. 


ee | ae 
an A gee 
ge 38 8A% j J 
3 oO 38 aa 3 2 . 2 s 
wees le leye | Wo leg Fs 
Description. $ 3 e 3 aft | 28s i o 2 
8 rome, ones | Bits 4 5 
~ _ gus wt a Oo i » ~ 
3) 2 | 255 |oe|sez/2) 2): 
Ae eeee be lar | She |e 
a Oo < 
A: a ers é £ £ va ae: ees 
{Each class of shares and 
stock to be stated tn order 


of date of creation, with 
the preferential or fixed 
dividends, if any, to whsch 
st is entitled, and any 
other conditions attached 
to #.] 


Total 


Nortz.—A column to be provided where necessary between “‘ amount created” and 
“ amount issued” to show “ additional stock issued to provide authorised money.” 
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No. 5—DETAILS OF CAPITAL EXPENDITURE FOR YEAR ENDING 


Constrac- 
Land and | __tiun of Law 
Com- Way and | Charges | Total. 
pensation.| Stations, | and Par- 
—— Engineer- | liamentary| 
ing, etc. | Expenses. 
aS. se Ler Sra ndenll Ee Ss aah sere mma 
Purchase of railways (particulars) .. 
Lines belonging to the Company open for 
traffic (particulars) . 
Lines belonging to the. Company not open’ 
for traffic— 
New lines (particulars) .. 
Widening of and additions to existing 
lines (particulars) a oe . 
Lines leased (particulars) .. oe 
Lines jointly owned (particulars) .. 
Lines jointly leased (particulars) .. 
Rolling stock— 
Locomotives "s oe oe (Number and type of each oe 
Coaching vehicles description to be shown in 
Wagons accordance with Rolling Stock 


Sorvice vehicles Returns) 
Manufacturing and repairing works and pliant (particulars) 
Horses 


. 
. 
. 


Road vehicles employed in the collection and delivery ¢ of t parcels, goods, and 


passengers (particulars) ne 
Steamboats (particulars) aie is 5 ie be ats 
Canals (particulars) i . 
Docks, harbours, and wharves (particulars) » be 
Hotels (particulars) ve ay ate is ons 
Electric power stations, etc. (particulars) 


. oe 


Land, property, etc., not forming part of the railway or stations— 


(a) "Used in connexion with railway working (particulars) 
(6) Not used in connexion with railway Ne Sed Nel ne 


oe 


Subscriptions to other companies (particulars) . ary 
(a) Railway companies .. on oe ve os oe 
(6) Other .. Ee a we an se 

Special items (details to be given) me ais ate is ee 


Total capital expenditure for the year = 
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No. 6.—ESTIMATE OF FURTHER EXPENDITURE ON CAPITAL 


ACCOUNT. 
Expendi- Estimated further Expenditure. 
ture to 
1 on During Subse- 
cincipal the Year | quently 
Works in ending | until com- Total. 
, Progress. pletion, 
2 £ £ £ 
Purchase of railways (particulars) 


Lines belonging to the Company open 
for traffic (particulars) 9 
Lines belonging to the Company not. 
open for traffic— 
New lines (particulars) ; 
Widenings of and additions to 
existing lines (particulars) 
Lines leased (particulars) 5 
Lines jointly owned (particulars) 
Lines jointly leased near penlats) 
Rolling stock : 
Manufacturing and repairing "works 


and plant .. ae Ab ae 
Steamboats GO oe as 
Canals we. 
Docks, harbours, and wharves 
Hotels 


Electric power stations, elcums 
Subscriptions to other companies 
Special items oi Outs 
Miscellaneous .. 


Total es 


Works not yet commenced and in abeyance 


No. 7—CAPITAL POWERS AND OTHER ASSETS AVAILABLE TO 
MEET FURTHER EXPENDITURE ON CAPITAL ACCOUNT. 


b iS 
Stock, share, and loan capital authorised but not yet 
created (as per Statement No. 1 (a)). . 
Stock and share capital created, but not yet received (as 
per Statement No. 2)— 
Calls in arrear .. AG 
Amount uncalled 
Amount unissued 
Loan capital created, but not yet available (as per State- 
ment No. aA 
Available borrowing powers (as per ‘Statement No. "3) 
Add . Credit ; 
or } balance at { or } (as per Capital Account No.4) 
Deduct Debit 
Total 
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No. 8.—REVENUE RECEIPTS AND EXPENDITURE OF THE 
WHOLE UNDERTAKING. 


See Gross | Ex- Net Year’ 19 
State- —— Re- | pendi- | Re- 
ment. ceipts. | ture. | ceipts. || Gross Ex- Net 
Re- | pendi- Re- 
ceipts. | ture. | cetpts. 


£ s.di£ s. adlf s. d. £ Ti £ 
10 | Railway . 

11 | Omnibuses and other 

passenger _ vehicles, 

not running on the 

railways a6 

12 | Steamboats 


13 | Canals 


14 | Docks, harbours, and 
wharves 3 


15 | Hotels, and refreshment 
rooms and cars where 
catering is carried on 
by the company ee 


16 | Other separate  busi- 
nesses carried on by 
the an ey, (in 
detail) . Ar 


Total ate £ 


Miscellaneous Receipts (Net)— 


Rents from houses and lands .. we 
Rents rrom hotels 
Other rents, including lump-sum tolls 


Interest and dividends from investments in 


other companies (in detail) .. 
Transfer fees ‘ ar 
General interest. . = aie 
Special items .. es 2s os 
Total net income .. ae 
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No. 9.—PROPOSED APPROPRIATION OF NET INCOME. 


Yeartg 


£ 


Balance brought forward from last year’s account 
Net income (as per Statement No. 8) .. 20 bo 
Appropriation from Reserve ae 30 oc os 


Motaly vy: as ae ore 


Deduct—Interest, rentals, and other fixed 
charges (to be stated by each company in 
order of priority)— 

Interest on superannuation and other funds .. aye 
Rentcharges (or feu duties) and annuities .. ae 
Chief rents, blag er etc., poluding lump- 

sum tolls Ob ae 6 on 
Interest on loans 
Interest on debenture stocks (details) 5 
Rent of and guaranteed interest on leased and 
worked lines .. 56 AG ae 
Interest on Lloyd’s bonds os : 


General interest. ee 50 ce fo 
Special items (if any) ot we aie c 
Mota fa. of 
Balance after payment of fixed charges. 
So 
Appropriation to reserve and other special 
purposes— 
(Details) 
Total 
Dividends on guaranteed and _ preference 
stocks— ; 
(Details) 
Total x. at; ae 
pS 
Balance available for dividends on ordinary 
stock— ; 
(Details) 
Total. re 50 


No. 9 (a)—STATEMENT OF INTERIM DIVIDENDS PAID. 
bese ds eg 


Balance available for dividends, Year 19 


Deduct— ; 
Interim dividends paid (particulars) .. 


Undivided balance at 3lst December, carried to balance 
sheet te 20 An a ot Bat 


—_— 


621 


RAI] 


DICTIONARY OF BOOK-KEEPING 


To Expenditure 


See Abstracts 


A: Maintenance and renewal of 


way and works 


B: Maintenance and renewal of 


rolling stock— 


(1): Locomotives .. 
(2): Carriages ae 
(3) : Wagons 


C: Locomotive run- 
ning expenses . 
D: Traffic expenses . 


E: General charges . 
Law charges 


Parliamentary expenses 


Compensation 
losses) — 


Passengers ata 


Workmen .. 


Damage and loss of 
goods, property, etc. 


Rates 
Taxes ° aa 
Government duty 


G: Running powers (balance, debit 


or credit) 


Total traffic expenditure £ 


J : Joint lines! 
Miscellaneous 


Total expenditure 
Net receipts 


Total)... 


(accidents and. 


[RAI 
No. 10—RECEIPTS AND EXPENDITURE 


Percentage of Traftic 
Receipts 
Year 19 
Ea Sivas £ Per cent. | Per cent. | 


ee 


HONE 


£ Ss a. 


A 
£ 


£ 


Norre.—Gross receipts to include the whole of the receipts from traffic 
the company’s line by trains of other companies and no annual payment is 
The proportion of traffic receipts accruing to other companies in respect of 
as a deduction from the company’s traffic receipts in this statement, but to 
proportion of the traffic receipts accruing to the company in respect of trains 
the traffic receipts in this statement, and entered as receipts in the Running 

1 Under this heading should be entered only the expenditure or receipts of jointly 
joint committee and are not already embodied in those of the parent companies (see 
expenditure to be spread over the various heads on the respective sides of this Account. 
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IN RESPECT OF RAILWAY WORKING. Cr: 
Percentage of Traffic 
d¢ ‘i 
By Gross Receipts. — —— nee Receipts. 
| 
See Abstracts. | 
Passenger train traffic— 
Ordinary passengers : 
First class .. ats 
Second class 
Third class .. se 
Season tickets : 
First class .. 
Second class 
Third class .. orl s 
Workmen’s tickets . 
Total receipts from 
passengers .. af 
Mails .. ie Bt 
Parcels up to 2 cwt., 
parcels post, and 
excess luggage 
Other merchandise by 
passenger trains 
F ; Less expenses of col- 
lection and delivery TS Bee 
Total passenger train 
receipts ae oa 
Goods train traffic— 
£ s. d, 
Merchandise .. OF 
F ; Less expenses 
of collec- 
tion and 
delivery £ 
Live stock .. a ie 
Coal, coke, and patent 
fuel .. ee Ae 
Other minerals od 


Total goods train receipts £ 
Total traffic receipts off 


H: Mileage, demurrage, & wagon hire 
J : Joint lines? oe ate oA 
Miscellaneous 
Total Be Ane Soe 


carried over the company’s lines, except where (a) the traffic is carried over 
made therefor, or where (b) the payment made is by way of a fixed rent. 
running powers exercised by them over the company’s lines not to be treated 
be entered as a payment in the Running Powers Account (Abstract G). The 
run by the company over the lines of other companies to be excluded from 
Powers Account. 

owned and jointly leased lines in respect of which the accounts are prepared by or for the 
Abstract J). In the case of other joint lines, the company’s proportion of the revenue and 
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To capital account, balance 


at credit thereof, as 
per Account No. 4. 
Amount due to bankers 


Temporary loans and 
calls paid in advance 
Lloyd’s bonds .. 


Unpaid interest and 
dividends . 


Interest and dividends 


payable or accruing 
and provided for 

Amount due to railway 
companies and com- 
mittees 


Amount due to railway. 


clearing houses 
Savings bank .. 


Superannuation and 
other provident funds 
Accounts payable 


Liabilities accrued 


Miscellaneous accounts 

Special items (to be de- 
tailed). 

Fire insurance fund 
Railway - : 

Depreciation funds— 
Steamboats (including 

insurance fund) 

Other businesses 


General reserve fund .. 
LISS. Gs 


Balance available 
for dividends and 
reserve as per 
Account No. 9. 

Less interim divi- 
dends paid as per 
Statement No. 9 
(a). 


No. 18.—GENERAL BALANCE SHEET. 


DICTIONARY OF BOOK-KEEPING 


capital account, 
balance’ at debit 
thereof as per Ac- 
count No. 4... a8 
£s.d. 
Cash at bankers 
and in hand. 
Cash on deposit 
at interest. 


Investments in Consols 
and Government 
securities <a : 
Investments in stocks 
and shares held by 
the Company, not 
charged as eee 
expenditure “ 
Investment of super- 
annuation and other 


provident funds a 
Stock of stores and 
materials. Si 
Outstanding traffic ac- 
counts . 


Amount due by rail- 
way companies and 
committees .. . 
Amount due by rail- 
way clearing houses. 
Amount due by Post- 
master-General e's 
Accounts receivable 


Miscellaneous accounts 


Suspense accounts (if 
any) to be enume- 
rated. 

, Special “items “(to be 
detailed). oe 
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RATEABLE VALUE.—The value of property after deducting 
from it the probable annual average cost of repairs, insurance, 
and other expenses. It is not the same as Rental Value. 

- RATE OF EXCHANGE.—The amount in the currency of 
one country which, on a given date, is offered for a certain 
sum in the currency of another country. When the rate 
offered for bills on foreign countries is high, the exchange is 
said to be favourable ; when the rate is low, the exchange is 
said to be unfavourable. 

- RATES AND TAXES.—Sums levied by the Government and 
municipal bodies for public purposes. A separate account is 
sometimes opened for these; very often, however, they are 
merged with the rent under the heading of Rent, Rates and 
Taxes. In the books of Limited Companies, Income Tax 
is frequently kept in an account by itself. 

RATES OF DEPRECIATION.—(See DEPRECIATION.) 

RAW MATERIALS.—(See Cost Accounts and MaNv- 
FACTURING ACCOUNTS.) 

R/D.—Refer to Drawer. (See CHEQUE.) 

REAL ACCOUNTS.—(See AccounT.) _ 

REAL ESTATE.—Immovable property such as land 
(freehold or copyhold), in contradistinction to personal estate 
or movable property. Leaseholds, which are really property 
in land, are, however, reckoned as personalty. 

REALISATION ACCOUNT.—(See Company AccounTs and 
PARTNERSHIP ACCOUNTS.) 

REALISATION STATEMENT.— (See TRUSTEE and 
WINDING UP.) 

REALISED PROFITS.—Profits actually made and existing 
in Cash, as when investments have been sold for more than 
their book value. Until such investments had been sold at 
the enhanced market value, such profits would be considered 
as “‘ paper profits.” 

REALTY.—Real Estate. 

REALTY DUTY.—(See ExecuTorsuHip ACCOUNTS.) 

RE-ASSURANCES.—(See ASSURANCE.) 

REBATE.—An Allowance or Discount on a bill of exchange 
paid before the due date. In Bank Accounts the rebate on 
bills discounted is usually apportioned, the amount per- 
taining to bills not matured at balancing time being 
carried forward to the next half-year’s accounts. The 
term is often used in the sense of “abatement.” Strictly 
speaking, however, the word implies a return of interest 
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previously paid ; it is derived from the French rebatire = to 
beat back. 

The term is also used in business to denote the draw-back 
in price when a certain quantity of goods has been taken. 
Thus, a cycle firm might enter into an agreement to buy tyres 
at so much per pair, with the additional advantage that if, 
in the course of the season, it purchases a certain number of 
tyres, it will be entitled to a rebate of so much per pair on 
every pair purchased. Rebates are also allowed by Shipping 
Companies in connection with their freight charges on goods. 
If at balancing time such rebates are due but have not been 
received, a Reserve must be made in order to incorporate 
them into the current period’s accounts. ~ 

RECEIPT.—A written acknowledgment of money having 
been received. Every receipt for £2 or over must bear a 2d. 
stamp, otherwise it has no legal effect. There are, however, 
certain exceptions. 

RECEIPTS.—(See CasH Book.) 

RECEIPTS AND ISSUES OF STORES.—(See ConTRAcTS 
and Cost ACCOUNTS.) 

RECEIPTS AND PAYMENTS ACCOUNT.—(See INcoME 
AND EXPENDITURE ACCOUNT.) 

RECEIVER.—A person appointed by the Court to take 
possession of property pending an action. In some cases the 
person is appointed both Receiver and Manager, as, for 
instance, in an action by the Debenture holders of a joint 
stock company for recovery of their loans and interest. This 
enables him to carry on the business. A receiver may also 
be appointed by a mortgagee. 

RECEIVER’S CASH ACCOUNTS.—A Receiver appointed 
by the Court must keep separate accounts of receipts and 
payments, both for Real and Personal Estate. On pages 
627-628 are the prescribed forms. 

RECEIVING ORDER.—An order made by the court at 
the commencement of the bankruptcy proceedings, by virtue 
of which the Official Receiver takes charge of the debtor’s 
property in order to protect it against the creditors, until 
some arrangement has been come to, or until the debtor has 
been adjudicated a bankrupt. 

RECONCILIATION ACCOUNT OR STATEMENT.—This 
is a statement drawn up in order to reconcile or bring into 
agreement the Bank Balance, as shown by the Bank column of 
the Cash Book, with the Bank Balance, as shown by the Pass 
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Book. The two balances hardly ever agree. Cheques paid 
into the bank on the last day of the month will not appear 
in the Pass Book for that month, as they will not be “‘ cleared ”’ 
in time.. Again, cheques paid away to creditors are entered 
in the Bank Column of the Cash Book on the same day; 
they will not, however, appear in the Pass Book until the 
creditors have cashed them. At the end of the month, when 
the Cash Book is checked with the Pass Book, there will be 
items not ticked in the Bank columns on both sides, for the 
simple reason that they do not appear in the Bank Pass Book. 
These items must be collected and recorded in the Reconcilia- 
tion Statement, which is usually entered in the Cash Book 
itself at the end of each month, thus— 


Reconciliation Statement. 


Bank Balance as per Pass Book (say) 900 

Add cheques paid in but not 
cleared no se ..|| 150 150 
Total .. 1,050 


Deduct Cheques paid away but 
not yet presented— 


A. Brown & Son, Ltd... {| 120 

B. Smith & Co... ie de 30 

T. Jones & Sons a ae 50 200 
Bank Balance as per Cash Book .. £|| 850 


_—— —— 


RECONSTRUCTION OF COMPANY.—(See Company.) 

RECORD BOOK.—The book kept by a trustee-in-bank- 
ruptcy, in which are recorded the minutes of all meetings, 
the resolutions passed, and particulars in order of date of how 
the estate has been administered. It must also be kept by 
the liquidator in the compulsory winding up of joint stock 
companies. 

RECOURSE.—The right of the holder of a bill of exchange 
to require payment of it from some person other than the 
acceptor, 1#.¢., from any indorser or from the drawer. (See 
BILL OF EXCHANGE.) 

RECTIFICATION OF ERRORS.—Errors are of two kinds 
(a) omission, (2) commission. 

Errors of Omission are rectified by posting the item or items 
previously left out. 
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Errors of Commission are rectified by means of a compen- 
sating entry. Thus, if an item has been debited to A. Smith 
instead of to B. Brown, a Compensating journal entry 
Brown Dr. to Smith will put the matter right. Errors of 
commission are also rectified by striking out the wrong figure 
or amount and inserting the correct one above it. 

REDEEMABLE DEAD RENT.—(See ROYALTIES.) 

REDEEMABLE DEBENTURES.—(See Company.) 

REDEMPTION FUND.—(See DEPRECIATION AND REDEMP- 
TION OF DEBENTURES.) 

REDEMPTION OF DEBENTURES.—By this term is meant 
the repayment at the agreed time, by a Limited Company, of 
the money lent to it for a certain number of years. Deben- 
tures may be redeemed in various ways: (1) By means of 
an annual Sinking Fund; (2) Out of Profits; (3) Out of 
Capital; (4) By Purchase in the open market. 


(1) By means of a Sinking Fund. 

Example.—A Company borrowed £8,000 Debentures, at a 
discount of 5 per cent., repayable a¢ par at the end of ten years, 
and decides to provide for redemption by means of an annual 
Sinking Fund at 5 per cent. compound interest. Show the 
subsidiary book entries, the Ledger Accounts affected, and 
explain the procedure at the end of the period. 

Reference to Table B, given under Depreciation, shows 
that the amount required to be set aside for ten years at 5 
per cent. compound interest in order to provide £1 is °079504 
of a {. The sum required to provide £8,000 will therefore 
be £8000 x ‘079504, which gives us £636 Os. 8d. 


=, SE Sonal JOURNAL. tink Dr: Cr. 
Vaan [ a. % oat ; ma ak 

1 Appropriation of Profit A/c ‘e -.|| 636] 0} 8 

To Debenture Redemption Fund 7 636] 0} 8 
Annual Sinking Fund instalment 

2 mS 

Dr. : CASH BOOK. Cr. 
Years). pia ico Year. tarts oe ane 


2 | ToDebenture Re- 
demption Fund 
A/c (Interest on ment) . oe 636) o| 8 
Investments) .. 31/16 2 | By Investment Alc 
3 Etc. (instalment plus 
previous year’s 
Interest) .. ac 667\16| 8 
3 Ete. 


rt | By Investment A/c 
(annual instal- 


° 
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The Ledger Accounts will appear as follows— 


Dr DEBENTURES. Cr. 
Year. ‘ Year. ili 
1o | To Cash is ..|| 8,000 I By Sundries .. e+|| 8,000 | 
Dr. DEBENTURE REDEMPTION FUND ACCOUNT. Cr. 
Year, Year. 
1 | To Balance c/d oe 636] o|] 8 I By P. & L. App. A/c 636} o| 8 
2 | To Balance c/d ++] 1,303/17| 4 2 | By Balance b/d ds 6361 o 8 
», Cash (Interest) .. 31/16 
» P. & L. App. Aje 636] o| 8 
1,303/I7) 4 1,303/I7| 4 
3 | To Balance c/d -+|| 2,005] 1/10 3 | By Balance b/d 1,303|17| 4 
», Cash (Interest) 65| 3/10 
ke & La. App.nA/c 636] o| 8 
2,005] 1/10 2,005| 1|10 
4 | To Balance c/d --|| 2,741] 7 4 | By Balance b/d 2,005] 1/10 
», Cash (Interest) 100} 5| 1 
», P. & L. App. A/ca 636) o} 8 
2,741! 7| 7 2,741) 7| 7 
5 To Balance c/d --|| 3,514] 9] 7 5 By Balance b/d 2,741 7 7 
», Cash (Interest) 137] I] 4 
pembat Cc). App: A/c 636] o|] 8 
3,514] 9] 7 3,514| 9) 7 
6 | To Balance ¢/d «|| 4,326) 4] 9 6 | By Balance b/d || 3,514] 9] 7 
», Cash (Interest) .. 175/14] 6 
», P. & L. App. A/c 636] o| 8 
4,326] 4! 9 i 4,326) 4] 9 
7 | To Balance c/d ..|| 5,278/12| 8 7 | By Balance b/d --|| 4,326] 4] 9 
», Cash (Interest) 216] 6} 3 
pebere L App. A/c 636] o| 8 
5,178\11| 8 5,178\11; 8 
8 | To Balance c/d ..|| 6,073/10]11 8 | By Balance b/d Sells, L7IT2| 6 
», Cash (Interest) 258|18| 7 
3), Py & Le App: Afe 636] o] 8 
6,073|1o|r1 6,073|10/11r 
9 | To Balance c/d 7,013] 5] 1 9 | By Balance b/d 6,073|10|11 
», Cash (Interest) 303/13] 6 
» P. & L. App. A/c 636] o} 8 
7,O13|5) ¥ 7,013) 5) I 
1o | To Transfer to Re- to | By Balance b/d 7,013] 5] I 
serve Fund A/c|/ 8,000 »,.Cash (Interest) .. 350113] 3 
Reb Gorler App. A/C 636] 1| 8 
Beacoln ea 8,000 
es ame —— 
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INVESTMENTS ON ACCOUNT OF DEBENTURE REDEMPTION 


Dr. FUND. Coa 
Year. Year. : 
1 | To Cash as a6 636] o} 8 1 | By Balance c/d a 636| o| 8 
az To Balance b/d o| 8 2 By Balance c/d «|| 1,303|17| 4 
», Cash (Instalment 
and ‘Interest) 16| 8 
17| 4 1,303)17| 4 
3 | To Balance ie 17| 4 3° | By Balance ce/d ..|| 2,005] 1/10 
», Cash . 4| 6 
rlro 2,005] 1,10 
4 | To Balance “? I|I0 4 By Balance c/d --|| 2,741] 7) 7 
» Cash 5/9 
a 7 2,741| 7| 7 
5 | To Balance b/d 7\7 5 By Balance c/d wall 3,534) O17 
», Cash} “5 2; 0 
9) 7 3,514] 9} 7 
6 | To Balance baie oe 9| 7 6 | By Balance c/d «-{] 4,326] 4) 9 
” Cash aa 15| 2 
49 4,326] 4| 9 
7 | To Balance " 4| 9 7 | By Balance c/d || 5,178|x1] 8 
», Cash Fi 2| 6\rr 
11] 8 5,178|11| 8 
8 | To Balance b/d 1r| 8 8 | By Balance c/d eal] 6,073 ro|rr 
», Cash ite 19| 3 
1o1r 6,073/10/11 
9 | To Balance b/d IO|IL 9 | By Balance c/d “ ..|| 7,013) 5] I 
», Cash ie 14| 2 
5| I 7,013) 5} 
mee ——— 
to | To Balance me 5| 1 1o | By Cash os . «|| 8,000) 
a) Cash 14/11 
Ce 8,000 


Note 1.—Owing to fractions of a ld. having been neglected, there 
will be a difference of ls. to adjust in the last instalment. 

Note 2.—The last year the Cash would not be invested but would 
be transferred to the Investment Account, so that the full money 
will be in hand with which to pay off the Debentures. 

Note 3.—In actual practice income tax would be deducted from 
the interest on the investments. The latter, on realisation, might also 
not produce their book value. Any deficiency would have to be made 
good out of profits. These two disadvantages have led to the adoption 
of the Insurance Policy Method, explained under DEPRECIATION, by 
whic!) the exact capital sum required is definitely assured. 
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The procedure at the end of the period will be as follows— 

(1) The Investments will be realised. The money received 
will be debited in the Cash Book and credited to the 
Investment Account, thus closing it. 

(2) The Debentures will be repaid out of the money received, 
Cash being credited and Debentures Account debited, thus 
Closing the latter. 

(3) The accumulated profits, as per the Debenture Redemp- 
tion Fund Account, will be transferred to the Reserve Fund 
Account. The former account will thus be closed. 

Suppose the Debentures had been issued at par repayable 
at a premium—say at 105—the procedure would be the same 
except that £8,400 (105 x 80) would have to be provided 
instead of £8,000. The annual Sinking Fund Instalment in 
such a case would be £:079504 x 8400 or {667 16s. 8d. At 
the end of the period the Debenture Redemption Fund Account 
would have £8,400 standing to its credit. The £400 premium 
would be transferred by Journal entry to the Debentures 
Account, and the remaining £8,000 would be transferred to 
the Reserve Fund Account. The Debentures Account and 
the Debenture Redemption Fund Account would then appear 
as under— 


Dr. DEBENTURE REDEMPTION FUND ACCOUNT. "Cr. 
Year. Year. i = 
1o | To Debentures A/c to | By Balance 
(transfer of Pre- », Cash (Interest) 
mium) .. a 400 », Approp. A/c 8,400 
rs To Reserve Fund A/c || 8,000 
8,400 8,400 
Dr. DEBENTURES ACCOUNT. Cr. 
Year. ~ | Year. 
1o | To Cash (amount paid 1 | By Cash ++ «|| 8,000 
to Debenture Io », Deb. Redemption 
Holders) .. «|| 8,400 Fund A/c (Pre- 
mium) .. Ad 400 
8,400 8,400 
Se | ° 


(2) Out of Profits. 

Example.—A Company has a balance of £4,500 at the credit 
of its Profit and Loss Account. Instead of declaring a 
dividend, it is resolved to utilise the prcfits to repay £4,000 
debentures now due at a premium of 5 per cent. Make the 
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necessary entries in the Journal and Cash Book, and show 
the Ledger accounts affected. 


JOURNAL. Dr. Cr. 
Profit and Loss-A/e  .-. are | 4,500 
To Appropriation A/c a Ac 4,500 
transfer of balance. 
Appropriation A/c 200 
To Premium on Repayment of Deben- 
tures .. a, ars 200 
5 % of £4,000 now ’ provided. 
Debentures A/c .. .|| 4,000 
Premium on Repayment of Debentures 200 
To Debenture Holders Ajc .. igs 4,200 
transfer of balances. 
Appropriation A/c as .. || 4,000 
To Reserve Fund A/c. 3 4,000 
transfer of amount equal to Debentures 
repaid. 
Dr. CASH BOOK. Cr. 
| | | | | | By Debenture Holders || 4,200 | 
LEDGER. 
Dr. PROFIT AND LOSS ACCOUNT. Cr. 
To Appropriation A/c || 4,500 | | By Balance 4,500 
Dr. APPROPRIATION ACCOUNT. Cr. 
To Premium on Re- By Profit and Loss A/c || 4,500 
payment of De- 
bentures . 200 
», Reserve Fund Alc” 4,000 
», Balance c/d ere 300 
4,500 aaceh 
| By Balance b/d se wee 
Dr. DEBENTURES. Cr. 
= : 
To Deb. Holders Ale 4,000 | By Balance .. | 4,000! 
—— eee = \ 
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Dr, DEBENTURE HOLDERS. Cr. 
To Cash oo +] 4,200) By Debentures A/c ..!} 4,000 
», Premium on Re- 
payment of De- 
bentures A/c .. 200 
4,200 | fa0ol 
a a 
Dr. PREMIUM ON PAYMENT OF DEBENTURES. Cr. 
To Deb. Holders A/c 200) | | By Appropriation A/c | 200) | 
Dr. RESERVE FUND ACCOUNT. Cr. 
| | | | | By Appropriation A/c || 4,000 


Suppose the Debentures had been repayable at par, 
the procedure would have been the same except that there 
would have been no premium to provide. 

The objection to the foregoing method is that it is unscien- 
tific. Instead of one year’s profits bearing the whole of the 
charge for repayment, the charge should be borne equally by 
all those years which have enjoyed the use of the Debentures. 

(3) Out of Capital. 

Example.—A Company issued £10,000 Debentures at a 
discount of 5 per cent., repayable at par by annual drawings of 
£2,000. Show the Debentures Account, etc., in the Ledger 
over the whole period. 

Dr. CASH BOOK. Cr. 
(es aby Dae, ReacemettAlG) %2 009 


_ =a 
2,000: 


2 |By Debs. Redeemed A/c]| 2, 


3. |By Debs. Redeemed A/c]| 2, 
4 |By Debs. Redeemed A/c|] 2,000 


5 |By Debs. Redeemed A/c|| 2,000 


Dr. DEBENTURES REDEEMED ACCOUNT. Gr: 
Year. | Year. 
1 | To Cash AG .+|| 2,000 I By Debentures A/c ..|| 2,000 
2 | To Cash an ++|| 2,000 agi 2 | By Debentures A/c .. iene 
3 | To Cash ae a6 eo 3 | By Debentures A/c ., Ree 
4 | To Cash 50 a6 py ae ea 4 | By Debentures A/c .. Seanie 
5 | To Cash ae «|| 2,000 vi 5 By Debentures A/c .. Ranocy af 
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Dr. DEBENTURES ACCOUNT. Cr. 
Year. Year. Ba if 
1 | To Debs. Redeemed ae 2,000 1 | By Sundries .. . «|| 10,000) 
», Balance c/d «|| 8,000 
10,000 Pe 10,000) 
2 | To Debs. Redeemed oats 2,000 2 | By Balance b/d «+ | 8,000 
», Balance c/d «|| 6,000 
8,000 8,000, 
3 | To Debs. Redeemed es 2,000 3 | By Balance b/d .+|| 6,000 
», Balance c/d «|| 4,000 
6,000) 6,000 
4 | To Debs. Redeemed ae 2,000 4 | By Balance b/d ++|| 4,000 
», Balance e/d «|| 2,000 | 
——|—— | —|—— 
4,000 || 4,000 
= eed 
5 | To Debs, Redeemed A/c)| 2,000 5 By Balance b/d «|| 2,000 


If the Debentures had been issued at par repayable at a 
premium—say—of 5 per cent., the annual premium of £100 
would have to be provided out of profits each year. 

Debentures may also be redeemed out of capital by means of 
a Sinking Fund. In such cases, the requisite amount of cash 
is invested each year without a corresponding charge being 
made against the profits. Again, Debentures are sometimes 
redeemed out of capital by issuing a fresh amount at the 
end of the period, and utilising the money thus received to 
repay the previous lot of Debentures falling due. 


(4) By Purchase in the Open Market. 


Example.—A Company has power under its Articles of 
Association to apply its profits to the purchase of its Debenture 
Stock in the open market and to cancel same. The amount 
standing to the credit of Profit and Loss is £10,000, and to the 
credit of Debenture Stock Account, £50,000. The Company’s 
bank balance is £25,000. The directors decide to expend 
£10,000 of it in purchasing and cancelling further Debentures, 
the market price of which inclusive of all charges is £90 per 
£100 stock. Show the Ledger accounts, etc., affected. 
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Dr. CASH BOOK. Cr. 
Bank. Bank. 
To Balance .. ae « «|| 25,000 | By Debenture Stock, {11,111 | 
2s. 3d. @ 90%.. .+|] 10,000 
DEBENTURE STOCK. Cr. 
To Cash (purchase of By Balance .. + + || 50,000) 
£II,11r 2s.°3d. @ 
90 % ate + «|| 10,000 
», Reserve Fund A/c 
(transfer of profit 
on redemption)..|} 1,111] 2] 3 
», Balance c/d . || 38,888]17] 9 
50,000 50,000 i 
By Balance b/d --|| 38,888/17] 9 ~ 
Dr. APPROPRIATION OF PROFIT ACCOUNT. Cr. 
To Transfer to Re- By Profit and Loss A/c|| 10,000] 0] o 
serve Fund A/c..|| 10,000 
Dr. RESERVE FUND ACCOUNT. Cr. 
By Approp. A/c F pid 
» Deb. Stock A/c ..|| 1,111} 2] 3 
II,I1z| 2| 3 


Note.—The profit on redemption is a Capital profit, and hence is 
transferred to the Reserve Fund Account. 


RED INK INTEREST.—(See Account CURRENT.) 
REDUCING BALANCE.—(See DEPRECIATION.) 
_ REDUCTION OF CAPITAL.—Sections 46 and 47 of the 
Companies (Consolidation) Act, 1908, enact as follows— 


Subject to confirmation by the court, a company limited by shares, 
if so authorised by its articles, may by special resolution reduce its 
share capital in any way, and in particular (without prejudice to the 
generality of the foregoing power) may— 

(a) Extinguish or reduce the liability on any of its shares in respect 

of share capital not paid up; or 

(b) Either with or without extinguishing or reducing liability on 

any of its shares, cancel any paid-up share capital which is 
lost or unrepresented by available assets ; or 

(c) Either with or without extinguishing or reducing liability on 

any of its shares, pay off any paid-up share capital which is in 
excess of the wants of the company, 
and may, if and so far as is necessary, alter its memorandum by 
reducing the amount of its share capital and of its shares accordingly. 

Where a company has passed and confirmed a resolution for reducing 
share capital it may apply by petition to the court for an order 
confirming the reduction. 
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The court, however, will first require the debts of objecting 
creditors to be either secured or discharged. The order of the 
Court must also be registered before it takes effect. 


Addition to Name of Company of the words “ and 
Reduced.’’— 


By Section 48 of the Act— 


On and from the confirmation by a company of a resolution for 
reducing share capital, or where the reduction does not involve either 
the diminution of any liability in respect of unpaid share capital or the 
payment to any shareholder of any paid-up share capital, then on and 
from the presentation of the petition for confirming the reduction, the 
company shall add to its name, until such date as the court may fix, 
the words ‘‘ and reduced,” as the last words in its name, and those 
words shall, until that date, be deemed to be part of the name of the 
company : 

Provided that, where the reduction does not involve either the 
diminution of any liability in respect of unpaid share capital or the 
payment to any shareholder of any paid-up share capital, the court 
may, if it thinks expedient, dispense altogether with the addition of 
the words “‘ and reduced.” 


(1) Writing off Losses. 


Example.—Having sustained heavy losses, a Limited 
Company obtains the sanction of the court to reduce its capital 
from 120,000 shares of {1 each, 10s. per share paid up, to 
120,000 shares of £1 each, 5s. per share paid up. Make the 
necessary Journal entry, and state how the Share Ledger 
and Certificates will be adjusted. 


JOURNAL. Dr. Cr. 


Share Capital A/c ee ee bod 
To Profit and Loss A/c ., ae 
Reduction of 120,000 Shares of {£1 
each, 10s. paid, to 5s. paid, as per 
Resolution) datediic ca. trier a 


30,000 


In the Share Ledger, each page will be impressed with a 
rubber stamp referring to the resolution and its effect. The 
Share Certificates will be treated in a similar manner, or else 
called in and new ones issued in their place. 


(2) Extinguishing Losses and Writing Down Assets. 


Example.—On next page is the Balance Sheet of the Gamma 
Company, Limited, as at 30th June, 19.. 
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BALANCE SHEET, AS AT 30TH JUNE, 19.. 
Capital and Liabilities. Property and Assets. 
Nominal Capital— Freehold Buildings 10,000 
100,000 Ord. Shares Machinery and Plant 30,230 
of £1 each £100,000 Patents C 75,000 
100,000 Pref. Stock 6,500 
Shares of Sundry Debtors 2,300 
£1 each 100,000 Preliminary Expenses 6,700 
Cash in hand ae 56 
£200,000 P. & L, A/c (Dr. balance)... 26,730 
Issued Capital— 
85,000 Ord. Shares of {1 
each, fully paid ¢ 85,000 
55,000 Pref. Shares of fi 
each, fully paid 55,000 
Bank Overdraft aie sia 1,500 
Sundry Creditors .. 40 16,016 
157,516 157,516 
| 


Resolutions were passed, (I) That the £1 Preference and Ordinary 
Shares be reduced to the same number of fully-paid shares of 12s. 6d. 
and 10s. respectively ; (II) That the sum thus rendered available be 
applied as follows: (1) The debit balances of Profit and Loss and 
Preliminary Expenses to be extinguished; (2) The Machinery and 
Plant to be reduced to £25,000 ; (3) £1,500 to be written off the Stock ; 
(4) The balance to be utilised to reduce the Patents Account. Make 
the necessary Journal entries giving effect to the above, show also the 
Ledger Accounts affected, and draw up the new Balance Sheet. 


JOURNAL. Dr. Cr. 
19. 
June 30 | Ordinary Share Capital A/c ..//42,500 
To Capital Reduction A/c .. 42,500 
85,000 shares of £1 each, fully 
paid, reduced to 10s. each, as 
Deter kes olutiOnmamrtscat re es 
30 | Preference Share Capital A/c ..!} 20,625 
To Capital Reduction A/c . 20,625 
55,000 Shares of £1 each, fully 
paid, reduced to 12s. 6d. each, 
ASHPELVESOLUUION e1e7.'c1et ei ele ems 
30 | Capital Reduction A/c .. .. || 63,125 
To Profit and Loss A/c 26,730 
», Preliminary Expenses 6,700 
» Machinery and Plant 5,230 
plore 3 1,500 
. Patents é ae A 22,965 
Amounts written off, as per 
Resolution dated.....-......» 
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LEDGER. 
Dr. ORDINARY SHARE CAPITAL. Cr. 
To Capital Reduc- By Balance.. 85,000 
tion A/c f 42,500 
»» Balance c/d 42,500 
85,000 85,000 
By Balance b/d 42,500 
Dr. PREFERENCE SHARE CAPITAL. Cr. 
To Capital Reduc- By Balance. . 55,000 
tion A/c os 20,625 
», Balance c/d_ ..|| 34,375 
55,000 | 55,000 
| By Balance b/d 34,375 
Dr. MACHINERY AND PLANT. Cr. 
To Balance we 30,230 By Capital Reduc- 
tion A/c : 5,230 
», Balance c/d 25,000 
30,230 30,230 a 
To Balance b/d 25,000 
Dr. PATENTS. Cr. 
To Balance 75,000) By Capital Reduc- 
tion A/c «el | 22,005 
», Balance c/d_ ..|| 52,035 
75,000 75,000 ia 
To Balance b/d 52,035 aa 
Dr. STOCK. Cr. 
To Balance 6,500 By Capital Reduc- 
tion A/c 1,500 
», Balance c/d 5,000 
6,500 6,500 mY. 
To Balance b/d 5,000 rane 


| 


Dr. PRELIMINARY EXPENSES. Cr. 
= i 
To Balance 6,700 By Capital Reduc- 
| tion A/c 6,700 
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Dr. PROFIT AND LOSS ACCOUNT. Cr. 
To Balance 56 26,730 By Capital Reduc- 
tion A/c . 26,730 
Dr. CAPITAL REDUCTION ACCOUNT. Cr. 
To Profit and Loss 26,730 By Ord. Share Ca- 
», Preliminary Ex- pital a. ae 42,500 
penses .. 50 6,700 », Pref. Share Ca- 
», Machinery & pital He 20,625 
Plant .. a 5,230 
pmtock #. ae 1,500 
», Patents Aa 22,965 
63,125 we 63,125 
BALANCE SHEET OF THE GAMMA COMPANY, 
LIMITED AND REDUCED. 
Capital and Liabilities. Property and Assets. ‘ 
Nominal Capital— Freehold Buildings 66 10,000 
100,000 Ord. Machinery and Plant ss 25,000 
Shares of Patents fA Sa ae 52,035 
£1 each £100,000 Sundry Debtors .. 35 2,300 
100,000 Pref, Stock ‘- me nie 5,000 
Shares of Cash in hand OC au 56 
£1 each £100,000 
£200,000 
Issued Capital— 
85,000 Ord. Shares of £1, 
ros. paid ae ate 42,500 
55,000 Pref. Shares of £1, 
12s. 6d. paid.. as 34,375 
Bank Overdraft .. Ad 1,500 
Sundry Creditors .. -.|| 16,016 
94,391 94,391 


Return of Accumulated Profits in Reduction of Paid-up 
Share Capital—By Section 40 of the Companies (Consolida- 
tion) Act, 1908, when a Company has accumulated a sum of 
undivided profits, which with the sanction of the shareholders 
may be distributed among the shareholders in the form of 
dividend or bonus, it may, by special resolution, return the 
same or any part thereof, to the shareholders in reduction 
of the paid-up capital of the company, the unpaid capital 
being thereby increased by a similar amount. Any share- 
holders, however, may request the company to retain the 
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amount that would otherwise be returned to them, and the 
company must retain and invest such amounts, treating 
them as calls paid in advance. 


(3) Reduction of Paid-up Capital by Return of Accumulated 
Profits. 


Example.—tThe following is the state of affairs of the Delta 
Company, Ltd.— 


BALANCE SHEET. 


Capital and Liabilities. Property and Assets. 
Nominal Capital— Land and Buildings am 30,500] 2] 6 
100,000 Shares of Plant and Maier oe 23,501|15| 6 
£1 each £100,000 Stock ae 4,887| 5] 3 
ed Sundry Debtors |. as 3,651] 8] 7 
Issued Capital— Cash in hand a Se 36/15] 4 
60,000 Shares of £1 each, Cash at Bank os --|| 23,073] 9] 8 
fully paid ats ee 60,000 
Reserve Fund A/c O13 20,000 
Sundry Creditors .. oe 2,500|15| 8 
Bills Payable 753\18| 6 
Profit and Loss Ao—cr. . 
balance .. a 2,396] 2| 8 
85,650/16|10 85,650|16|r0 


It is resolved to return, out of the Reserve Fund, 5s. per 
share in respect of paid-up capital. Make the necessary 
Journal and Cash Book entries, and show the Company’s 
Balance Sheet after returning same. 


JOURNAL. Dr. Cr. 
Share Capital A/c ri . «|| 15,000 
To Capital Reserve A/c 15,000 


Reduction of paid-up Capital by 
return out of Reserve of 5s. per 
share on 60,000 Shares as per 
Fvesolittionyidatedir.c tvs. ce 


Dr. CASH BOOK. on 


By Reserve Fund A/c 
(amount returned to 
Shareholders) .. are 15,000 
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BALANCE SHEET. 


Capital and Liabilities. Property and Assets. 
Nominal Capital— Land and Buildings wh 30,500] 2| 6 
100,000 Shares of Plant and Machinery 26 23,501/15| 6 
£1 each £100,000 Stock are nyc 4,887| 5| 3 
' S| Sundry Debtors 50 0 3,651| 8] 7 
Issued Capital— Cash in hand On Db 36/15] 4 
60,000 Shares of {1 each, Cash at Bank ag an 8,073] 9] 8 
15s. per share paid .. 45,000 
Capital Reserve A/c oe 15,000 
Reserve Fund A/c oA 5,000 
Sundry Creditors .. aie 2,500|15| 8 
Bills Payable 753\18) 6 
Profit and Loss Alo—cr. 
balance .. a 2,396 8 
70,050/16/10 70,650|16 10 


RE-EXCHANGE.—The loss resulting from the dishonour 
of a bill in a country different from that in which it was drawn 
or indorsed. The re-exchange is ascertained by proof of the 
sum for which a bill at sight must be drawn in order to realise, 
at the place of dishonour, the amount of the dishonoured bill 
and the expenses consequent upon dishonour. The latter com- 
prise the expenses of protest, postage, commission, brokerage, 
and the cost of the stamp when a re-draft is necessary. 

REFER TO DRAWER.—(See CHEQUE.) 

REFEREE IN CASE OF NEED.—(See BILL oF EXCHANGE.) 

REGISTERED BONDS.—Bonds registered in the books of 
a Company as a protection against loss. 

REGISTERED CAPITAL.—(See Company.) 

REGISTERED OFFICE.—(See CoMPAny.) 

_ REGISTERED STOCK.—Stock registered in the books of 
banks or companies. It differs from Inscribed Stock in two 
respects: (1) Certificates are issued for it; (2) All transfers 
must be made by deed. 

REGISTER OF DEBENTURE HOLDERS.—(See DEBEN- 
TURES.) 

REGISTER OF DIRECTORS AND MANAGERS.—(See 
COMPANY.) 

REGISTER OF MEMBERS.—(See SHARE LEDGER.) 

REGISTER OF MORTGAGES AND CHARGES.—(See 
MORTGAGE.) 

REGISTER OF SHAREHOLDERS.—(See SHARE LEDGER.) 

REGISTER OF TRANSFERS.—(See TRANSFER.) 

REGISTRATION OF A COMPANY.—(See Company.) 

REGULATION OF RAILWAYS ACT.—(See DovuBLe 
AccouUNT SYSTEM.) 
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RE-INSURANCE.—(See INSURANCE.) 

RELEASE OF DEBTOR.—(See DISCHARGE.) 

RELEASE OF TRUSTEE.—(See WINDING UP.) 

REMAINDER.—(See REVERSION.) 

REMAINDERMAN.—The person entitled to the Real 
Estate after the death of the life-tenant. The term is also 
used in reference to personal estate, and the Remainderman 
is often called the Reversioner. 

REMITTANCE.—Cash, Cash Articles, Bills, Cheques, 
Drafts, etc., sent by one person to another. 

REMITTANCES IN TRANSIT.—(See BrANcH ACCOUNTS.) 

REMOVAL EXPENSES.—Expenses incurred in removing 
a business from one place to another. They are not allowed 
as a deduction for the purposes of Income Tax. 

REMUNERATIVE WAGES.-—(See MANUFACTURING WAGES.) 

RENEWALS FUND.—(See REPAIRS AND RENEWALS.) 

RENEWING BILLS.—(See BILL oF EXCHANGE.) 

RENT.—A money payment in return for the use of lands or 

Certain Rent.—(See RoyALTy.) [tenements. 

Chief Rent.—Same as QuiT RENT. 

Dead Rent.—(See ROYALTY.) 

Fixed Rent.—(See ROYALTY.) 

Ground Rent.—(See under GROUND.) 

Head Rent.—(See RoyYAtty.) 

Minimum Rent.—(See ROYALTY.) 

Peppercorn Rent.—A nominal rent. 

Quit Rent.—(See under Quit.) 

Rack Rent.—(See under RAcK.) 

Royalty Rent.—(See RoyALTy.) 

Sleeping Rent.—(See RoyYALty.) 

Surface Rent.—(See RoyAtty.) 

RENTAL.—The total of the rents received from property. 

RENTES.—The French equivalent of the English Consols. 

RENT OF PREMISES SUBLET; RENT RECEIVED.— 
When any part of the premises is sublet, or when rent 
is received from any property, this money is not posted 
to the credit of the Rent Account, as it would have the 
effect of reducing it and thus conveya false impression. 
Separate accounts are opened for rents receivable and rents 
payable respectively, in order to show the actual gain and the 
actual loss. 

RENT ROLL.—An account or schedule, or register of rents, 
or income arising from landed property. 
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REPAIRS, REPAIRS AND RENEWALS, REPAIRS AND 
REPLACEMENTS.—tThe cost of repairs, whether to buildings, 
premises or plant and machinery must be charged to a Repairs 
Account and not added to the objects or articles repaired, 
as they do not increase the value of them, but only make them 
efficient for their purpose. 

Part Cost of Repairs Recovered from Landlord.—In some 
cases part of the cost of repairs may be recovered from the 
landlord by deduction from the rent. A Journal entry will 
then be necessary in order to adjust the Rent Account. The 
entries in the books will be as follows— 


Dr. CasH Book. Cr. 


| 


By Repairs (say) 
», Rent (£70 less half cost. 


of repairs) 56|12| 6 
JOURNAL. Dr. Cr. 
| Rent A/c aah Sic Be ia bare 
To Repairs “Alc bi . 13] 7] 6 
Half cost of repairs recovered from 


landlord. 


Repairs Carried Out by Own Workmen.—In some cases the 
necessary repairs are executed by the firm’s own workmen. 
An engineering firm may repair its own plant and machinery ; 
a building firm may repair its own premises, and so on. The 
men’s time spent on the repairs must be ascertained, and a 
Journal entry made debiting Repairs Account, and crediting 
Wages Account. Ifthe materials used have been taken from 
stock a Journal entry must be made to adjust the books, 
thus— 


JOURNAL. Dr. “Cr: 
Repairs .. on ne Bp .. |] 120/15} 6 
To Wages : 56 34} 2) 4 
ry Materials used for Repairs fe 86}13} 2 


Men’s time and materials from stock 
in repairing Plant and Machinery. 


The Materials used for Repairs Account would be closed 
at balancing time by transfer to the credit side of Trading 
Account, and would be entered underneath the Sales. The 
materials used for repairs should not be treated as a sale and 
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entered in the Sales Account, neither should the amount be 
deducted from the Purchases Account as is sometimes done ; 
but a separate account should be opened for it as shown 
on the previous page. 

Repairs and Income Tax.—It should be noted that repairs 
are allowed as a deduction. The amount allowed, however, 
is not the amount appearing in the Profit and Loss Account, 
but the average of the last three years. 

REPAIRS AND RENEWALS FUND.—(See DOUBLE 
ACCOUNT SYSTEM and MAINTENANCE RESERVE.) 

REPAIRS EQUALISATION RESERVE.—The necessary 
repairs each year may vary largely as regards cost. One 
year the amount may be small, the next year nothing, and the 
following year very large. In order to avoid Revenue being 
charged each year with unequal sums, a fixed amount is debited 
annually to Profit and Loss and credited to a Repairs Equalisa- 
tion Reserve. The Repairs are then debited to the Reserve 
instead of to Revenue, and the balance of the Reserve carried 
to the Balance Sheet at each balancing time. 

REPAYMENT OF DEBENTURES.—(See REDEMPTION OF 
DEBENTURES. ) 

REPAYMENT OF TAX.—(See INCOME Tax.) 

REPLACEMENTS.—(See REPAIRS AND REPLACEMENTS.) 

RESERVE.—A Reserve is a charge made against profits 
before arriving at the actual net profit,in order to make pro- 
vision for an expected loss or liability, such as Bad Debts 
Reserve, Reserve for Discount on Debtors, Reserve for Audit 
Fee. In some cases, however, it is an addition to the profits 
as Reserve for Discount on Creditors, Reserve for accruing 
income. 

RESERVE ACCOUNT.—This is a term used by some 
eminent accountants to denote a Reserve Fund which is not 
separately invested outside the business. Other leading 
accountants, however, do not agree with this, contending that 
the mere place of the Fund does not alter its character. So 
long as it is composed of actual profits that have been reserved 
instead of divided, it is a Reserve Fund whether it is 
represented by an outside investment of cash or not. (See 
RESERVE FUND.) 

RESERVE FOR BAD DEBTS.—(See Bap DEBTS RESERVE.) 

RESERVE FOR DISCOUNTS.—(See Discount RESERVE.) 

RESERVE FUND.—This is a term applied to the profits 
that have been put by and allowed to accumulate in order to 
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increase the financial stability of the Company. It may be 
invested in the business itself, in which case it is represented 
by an undivided portion of the general assets; or it may be 
Separately invested outside the business, by taking an 
equivalent amount out of Cash and buying Consols or other 
securities with it. 

Should a Reserve Fund be Separately Invested ?>—The 
object of investing a Reserve Fund outside the business is that 
the Fund can be made immediately available whenever the 
money is required, simply by realising the investments. 
Whether it should be so invested or not depends, however, 
entirely on circumstances. If the business has plenty of 
spare cash, then nothing could be urged against such a pro- 
ceeding. Such a course, however, is not commendable when 
a business needs all the cash it possesses. It would obviously 
be foolish finance for a company to lock up its available cash 
in outside securities yielding 24 or 3 per cent., and then 
borrow money at 4 or 5 per cent, to carry on its business. 

Difference between a Reserve and a Reserve Fund.—A 
Reserve is merely a charge against profits; a Reserve Fund 
represents actual profits, which have been reserved instead 
of being distributed. 

Difference between a Reserve Fund and a Sinking Fund.— 
A Reserve Fund is made for no definite purpose but merely 
for contingencies ; a Sinking Fund is made for some sfecific 
purpose, such as the replacement of an asset or the repayment 
of debentures. 

RESERVE LIABILITY.—(See Company.) 

RESIDUAL VALUE.—Same as Break-up Value. (See 
DEPRECIATION.) 

RESIDUARY ACCOUNT.—An account drawn up on the 
official form to ascertain the value of an estate after payment 
of debts, testamentary expenses, legacies, and prior claims, 
in order to be able to assess the residuary beneficiaries for 
legacy duty. Of the Real Estate only such part will be 
included in the account as is directed by the will to be sold ; 
the other must be entered on a separate form entitled 
“Succession Duty Account.” 

Example.—Date of Death, 3lst Dec., 19.. The Estate 
consisted of the following Assets and Liabilities— 

£3,000 24 % Consols @ 78 cum div. 


£15,000 Blank Railway 4 % Debenture Stock @ 110 cum div. 
Interest payable quarterly, received to date of death. 
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Freehold Property valued @ £3,000. 

Mortgage on above Freehold £1,000 @ 5 % p.a. Interest payable 
half-yearly ; paid to date of death. 

Leasehold Property £2,000 Rent at £120 per annum payable 
quarterly ; received to 29th Sept last. Ground Rent at {24 per annum, 
payable half-yearly, Midsummer and Christmas; paid to 25th Dec. 
Assessed for Income Tax at £120 p.a. 

Household Furniture and Effects, £350. 

Debts due at Death, £2,025. 

Cash in House, £30; Cash at Bank (Current Account), £220. 

Cash at Bank (Deposit Account), £3,000. Interest at 4 % p.a.; 
received to date of death. 

Life Policy and Bonuses, £2,050. 

The estate was to be disposed of as follows— 

Legacies free of duty to— 

S. Stevens (stranger in blood), £200 ; 
R. Roberts (stranger in blood), collection of Old China, £500 ; 
Executor (no relation), £500. : 

Freehold Property devised to his brother The Residue was 
divisible two-thirds to Widow and one-third to Sister. 

S. Stevens predeceased the testator, who, it was found, had disposed 
of the Old China after making the will. 

Estate Duty was paid and probate granted on 25th March, 19.. 
The Funeral Expenses were £55, and the Executorship Expenses 
(all chargeable to the Corpus) amounted to £135. 

The Debenture Stock was sold on the 3lst March and Consols on the 
5th April, both at probate prices but ex div. The Life Policy and 
Bonuses were duly received. The Leasehold Property was sold as 
di ected by the will and realised £2,000; the Furniture and Effects 
fetched £350, both on the 24th June. The Interest on Cash on Deposit 
amounted to £70. 


Make up the Residuary Account as on 31 July, showing the 


amount on which legacy duty is payable. Show also the 
Succession Duty Account. 


Example without Official Form.— 
_RESIDUARY ACCOUNT. 


£3,000 24 % Consols at 78 cum div. 2,340 
Dividend on above to date of death 
from 6th Oct. to 3lst Dec. (i ° of 
£18 15s.).. 17|14| 7 
Less tax at 1s. 2d. 2. ate 1; 0; 8 16/13/11 


£15,000 Blank Railway 4 % 
Debenture Stock at 110 cum. | 


div. os ’ : 16,500 
Cash in House .. sie 30 
Cash at Bank on Current ‘Alc are | 220 
Cash at Bank on Deposit A/c .. 3,000 

; Policy of Insurance and Bonuses 2,050 
Carried forward ate 24,156)13)\11 


1 Income Tax is reckoned at ls. 2d. im the £ throughout this 
example. 
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RESIDUARY ACCOUNT—cont. 


Brought forward .. 
Household Furniture and Effects 
Leasehold Property 


Rent of Leasehold due prior to. 


death but not received, 1 

Quarter to 25th Dec. .. 

Less tax @ Is. 2d. on £120 from 
6th April to 25th Dec. (305 
OLELT) ere 

Apportionment of Ron De Pease: 
hold to date of death, from 26th 

Dec.-31st Dec. (8; of £30) 

Less tax @ Is. 2d. on £120 from 


26th Dec. to 31st Dec. (s8z 


OL ET )ea. 


Deduct Ground Rent 
from 26th Dec.-3lst s. d. 
Dec. (+8; of £12) ..7 1 
Less tax at ls. 2d. . 


ee 


Total Property 


Payments out of Cash ‘Capital 


Estate Duty @ 6 % on #4, 436 

| os, Kel Br 

Funeral Expenses. . 

Executorship Expenses 

Debts due at Death 

Pecuniary Legacies free of duty— 
Executor £500 (eae @ 10 % 

= £50) 


Total : 
Income from Property since Death 
Rent of Leasehold, Ist Jan.— 

25th Mar. c 
Less tax from Ist Jan. 5th 


April (3°; of £7) 


Ditto to date of sale, 24th June 


Dividend on Consols, Ist 
Jan.-5th ea (gs of 
£18 15s.). 1 


Non 


Less tax @ ‘Is. 2d. 2%, 


i 


| Carried forward 


nn 
_ 
les 


| 
oo |e 


117 


24 


an! 


26,533) 


4,23] 


13/11 


18] 9 


10} 2 


2)10 


ie) 
D 
eo 
N 


19} 3 


22,301 


19} 3) 


56 


22,358 


1 Certain changes in the Estate Duty rates were made by the 


Finance Act, 1919. 
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RESIDUARY ACCOUNT—cont. 


Brought forward .. is 19) 3] 22,358) 2) 8 
Ditto to date of Sale, 
to 5th April... £18 15 0 
ess tax7@ 1s, \2d-,ue lel 10 17/13) 2 
Dividend on Blank Rly., 


4 % Deb. Stock to 

date of Sale, 31st 

Maren iar. esl oO) 2OmnO 
Less tax @ ls. 2d. 815 0 141} 5| 0 159}17) 5 


Interest on Cash on Deposit (75 
of £120) ve ae gt 70 


22,588} 0) 1 
Payments out of Income 
Interest on Estate Duty from Ist 

Jan. to 25th Mar. (84 days) 
@3% a Be ae 
Ground Rent from Ist 
Jan.-24th June £11 12 1 
Less tax @ Is. 2d. 13) 47 10)18) 6 


10] 2) 5 


Tax @ ls. 2d. on Bank Interest 
(£4 1s. 8d.) and Ground Rent 4/15) 3 25/16} 2 


22,562} 3)11 


Legacy Duty payable on 


th 


Note 1.—Estate Duty is payable on— 
Total Property .. ate -. £26,533 2 10 
Less Profit on Sale of Consols, etc., (capital 
apportionment of quarterly dividend), which 
is chargeable with Legacy Duty but not with 
Estate Duty, as the Stock was valued cum. 


div. at date of Death .. ve “at st 16 13 11 
£26,516 8 11 
Less Funeral Expenses a an Rea LOO) 
» Debts due at Death .. or £2,025 
2,080 0 0 
£24,436 8 11 


Adding £2,000 Net Realty to this makes the total £26,436 8s. 11d. 
thus fixing the rate of Estate Duty at 6 per cent. 


Note 2.—The Legacy to S. Stevens has lapsed; and the Legacy to 
R. Roberts has been adeemed. 


Note 3.—The widow is chargeable with 1 % Legacy Duty on 
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£15,041 9s. 3d. (two-thirds of Residue), namely, £150 8s. 3d The 


sister is cha geable with 5 % Legacy Duty on £7,520 14s. 8d. (one-third 
of Residue), namely, £376 Os. 9d. 

Note 4.—Realty Duty must be charged against the Realty, when 
personalty and realty are left to different persons. By Locke King’s 
Act, the devisee takes the real estate subject to any debt or encum- 


brance. The brother is chargeable with 5 % Succession Duty on £1,880 
namely, £94. 


RESIDUARY DEVISEE.—The person who is entitled to 
the remainder of the real property after payment of any 
debts and legacies charged thereon. 

RESIDUARY LEGATEE.—The person who is entitled to 
the residue of the personal estate after the payment of debts, 
expenses, and legacies. 

RESIDUE.—The balance of an estate after payment of 
debts, testamentary and other expenses, and legacies. A 
testator seldom knows the exact amount of the property that 
will be available at his decease. Any surplus of the personalty 
after payment of debts, testamentary and executorship 
expenses, and legacies is therefore generally left to a Residuary 
Legatee. If no such person is named in the will, the residue 
goes to the next-of-kin. Legacy duty is payable upon 
residue, the rate varying according to the degree of relationship 
between the residuary legatee and the testator. Succession 
duty is likewise payable by the residuary devisee. The 
expression “‘ free of legacy duty” has no legal meaning with 
reference to residue; since, after distribution of residue, no 
general fund exists for the payment of such duty. 

RESOLUTION.—(See Company.) 

RESPONDENTIA.—A separate hypothecation of the cargo 
of a ship as security for the repayment of money borrowed 
for the necessary cost of forwarding the ship and its cargo to 
their destination. The repayment of the money is dependent 
upon the safe arrival of the ship in port. Respondentia Bond 
is the bond given for the repayment of the money. It is 
signed by the master, and becomes payable within a limited 
time of the ship’s safe arrival in port. (See BoTTomRY.) 

REST.—A term applied to the balance of profits put by, 
1.é., the Reserve Account or Fund, in a Bank The term is 
also used in partnership accounts to denote the balance of 
profit that is left or remains for division among the partners. 
In Hire Purchase Accounts it denotes the balance of principal 
unpaid from time to time. 

RESTRICTIVE INDORSEMENT.—(See BILLoF EXCHANGE. | 
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RETAIL.—The sale of goods in small quantities, as opposed 
to wholesale. 

RETAIL BRANCHES.—(See BRaNcH Accounts.) 

RETAINER, RIGHT OF.— (See MARSHALLING OF 
ASSETS.) 

RETENTION MONEY.—(See ConrtTRACTS.) 

RETIRING OF BILLS.—(See BIL oF EXCHANGE.) 

RETURN FOR ASSESSMENT.—(See INCOME Tax.) 

RETURN OF ALLOTMENTS.—(See Company.) 

RETURNS.—Sales of a trader. 

RETURNS.—Statements rendered periodically by a Branch 
to the Head Office. (See BRANCH ACCOUNTS.) 

RETURNS.—Goods returned or sent back by the purchaser 
to the seller, because of some fault, defect, or error in connection 
therewith. 

RETURNS AND ALLOWANCES.—(See ALLOWANCES.) 

RETURNS BOOKS.—(See PurcHASE RETURNS and SALES 
RETURNS.) 

RETURNS INWARD.—(See SALES RETURNS.) 

RETURNS OUTWARD.—(See PuRCHASE RETURNS.) 

REVALUATION OF ASSETS.—(See APPRECIATION, 
DEPRECIATION, and PARTNERSHIP ACCOUNTS.) 

REVENUE.—The income derived by a state or country 
from its duties and taxes. In a commercial sense it denotes 
income- from earnings, profits, or any other source. (See 
CAPITAL AND REVENUE.) 

REVENUE ACCOUNT.—Another name for Profit and Loss 
Account, as applied to non-trading concerns such as railway 
and shipping companies, gas and water and electric light 
companies, etc., which do not buy and sell, but have a large 
capital for the purpose of earning income. 

REVENUE EXPENDITURE.—(See CAPITAL AND REVENUE.) 

REVENUE RECEIPTS.—(See CAPITAL AND REVENUE.) 

REVERSION.—A right to property which will fall into the 
possession of some person after the expiration of a grant 
of the same for a limited period to another person, or on the 
occurrence of some particular event. The grantor usually 
has the right to the reversion. When the reversion is granted 
to a third person it is called the Remainder, and the third 
person is designated the Remainderman. 

REVERSIONER.—tThe person entitled to lands or tene- 
ments after a particular estate granted out of them has 
ceased. The term is also used for Remainderman. 
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ROLLING STOCK.—The stock of engines, carriages, 
wagons, trucks, cars, etc., of a railway or tramway company. 

ROYALTIES PAID IN ADVANCE.—(See Royatty 
[MINERAL.}) 

ROYALTIES SUSPENSE ACCOUNT.—(See RoyaLty 
[MINERAL.]}) 

ROYALTY.—(1) A payment made to.a patentee for the 
right to use his patent. (2) An allowance by a publisher 
to an author for the right of publishing his book. (3) Dues 
paid to the owner of land for the privilege of extracting coal, 
ore, etc., fromamine. In the books of account the treatment 
of the first two cases is fairly simple; the royalties are an 
expense to the party paying them, and a gain to the party 
receiving them. In the first case, however, the royalty 
is a productive expense, and should therefore appear in the 
Manufacturing or Trading Account. The third case, which 
is that of a mineral royalty, is more complicated, and is dealt 
with separately. 

ROYALTY (MINERAL).—A charge of so much per ton on 
every ton of ore or mineral raised from a colliery, mine, quarry, 
pit, etc. Generally speaking, however, the amount payable is 
either a Royalty or a Minimum Rent, whichever is the 
greater. 

Minimum Rent.—Inasmuch as the Royalty is based on the 
number of tons of mineral gained, it follows that, if in any 
year no minerals are raised, no royalties would therefore be 
payable. In order to guard against this lack of income 
owing to a small or no output, the lessor generally stipulates 
for a minimum rent, t.e., an annual rent which must be paid 
whether covered by royalties or not. The Minimum rent, 
however, usually merges into a Royalty or maximum rent 
of so much per ton on the quantity of mineral raised; so 
that, in times of a very large output, the lessor may enjoy 
an increased income. Other terms commonly used for 
Minimum Rent are head rent, fixed rent, certain rent, dead 
rent, sleeping rent, annual rent, ete. 

Short Workings.—When the amount of Minimum Rent 
is greater than the Royalty on the output, the balance is called 
the Overpaid Royalties, or Royalties Paid in Advance, and the 
deficiency in tonnage is called the Short Workings or Shorts. 
The lease generally gives power to recoup short workings out 
of future royalties in excess of the minimum rent ; hence the 
use of the terms Redeemable Dead Rent, Royalties Suspense 
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Account, in order to denote such amounts. The right to 
recoup sometimes extends over the whole period of the lease, 
while in other cases it is restricted to a certain number of 
years, three to five. 

Footage, Acreage, Tentail—In some cases the Royalty 
Rent is a fixed price per cubic foot of coal extracted, called 
Footage. In other cases it is a fixed price per acre of the coal 
field worked, called Acreage. The word Tentail is merely 
another term for Acreage Rent or Royalty Rent. 

Surface Rent.—Some leases of mineral regions contain a 
clause stipulating for the payment of a surface or ground rent 
in addition to the minimum or royalty rent. 

Amount of Rent to be Charged to Trading Account.—Where 
there is a right to recoup Short Workings, and there is a reason- 
able prospect of so doing, the amount chargeable to Trading 
(or Working) Account is the Royalty on the actual output. 
If there is no power of recoupment, or no prospect of doing so, 
even when such power exists, the amount chargeable to 
Trading Account is the Minimum Rent. 

Treatment of Short Workings in the Books.—Short Work- 

ings are treated as a temporary asset in the books of the lessee ; 
that is, until the period of recoupment has expired. If by 
this time they have not been redeemed, any balance at the 
debit of Redeemable Dead Rent (or Overpaid Royalties or 
Short Workings) Account will be irrecoverable, and must 
therefore be transferred to Profit and Loss as a definitely 
realised or sustained loss. In doubtful cases Short Workings 
are generally reserved for in full. 
_ Deduction of Income Tax.—The sums payable to the lessor 
or landlord for Royalties, Minimum Rent, and Surface or 
Ground Rent are subject to deduction of income tax, and have 
been so treated in the examples given. 

Different Methods of Treating Royalties and Minimum Rent 
in the Books of Account.—There are various methods of dealing 
with Royalties and Minimum Rent from the point of view 
of the accounts— 

First Method— 
(a) When the Royalties are less than the Minimum Rent— 
(1) Debit Royalties Account with the Royalty on the 
actual output ; 
(2) Credit Landlord’s Account with the Minimum Rent ; 
(3) Debit the difference, z.e., the Short Workings, to a 
Redeemable Dead Rent Account. 
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(6) When the Royalties exceed the Minimum Rent : 

(1) Debit Royalties Account with the Royalty on the 
actual output ; 

(2) Credit Landlord’s Account with the Minimum Rent ; 

(3) Credit Redeemable Dead Rent Account with the 
balance. Ifthe Royalties are more than sufficient 
to redeem the Short Workings, the balance must 
be credited to the Landlord in addition to the 
Minimum Rent. Where there are no Short 
Workings to redeem, the whole of the Royal- 
ties, however great, must be credited to the 
Landlord’s Account. 

Second Method— 
(a) When the Royalties are less than the Minimum Rent — 

(1) Debit Dead Rent Account and credit Landlord’s 
Account with the Minimum Rent ; 

(2) Debit Royalties Account and credit Dead Rent 
Account with Royalty on actual output ; 

(3) Transfer balance of Dead Rent Account to debit of 
Short Workings Account. 

(b) When the Royalties exceed the Minimum Rent— 

(1) Debit Royalties Account (dispensing with Dead 
Rent Account altogether) and credit Landlord’s 
Account with Royalty on actual output. 
(2) Debit Landlord’s Account and credit Short Workings 
Account with any Short Workings recouped. 
Third Method— 

(1) Debit Royalties Account and credit Landlord’s Account 

with the minimum rent ; 

(2) Transfer to Trading Account the amount of Royalties 

on the actual output ; 

(3) Bring down the difference, 7.¢., the Short Workings as 

a debit balance, to figure on the Balance Sheet as 
an asset. 

The first two methods are much more preferable than the 
third ; the latter is only applicable so long as the Royalties 
are insufficient to redeem the whole of the Short Workings. 

Example 1.—A Colliery Company becomes the lessee of a 
mineral area, for a term of fifty years, at a Surface Rent of 
£50 per annum payable half-yearly, with a Minimum Rent 
of £650 per annum merging into a Royalty of 6d. per ton. 
The right of recouping Short Workings is limited to the end 
of each period of three years’ duration. The number of tons 
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raised for the first period was 10,000 tons, 20,000 tons, and 


40,000 tons respectively. 


entries and post to Ledger Accounts, 


would treat the Royalties, 
Landlord’s Account each year, 


Make the necessary Journal 
showing how you 
Redeemable Dead Rent, and 


JOURNAL. Dr. Cr. 
Year. 
1 Royalties : 250 
Redeemable Dead Rent . 400 
To Landlord Ae 650 
6d. per ton on 10,000 tons raised. 
2 Royalties ae 500 
Redeemable Dead Rent 150 
To Landlord.. 4 650 
6d. per ton on 20, 000 tons raised. 
io Royalties ae os aD ..|| 1,000 
To Landlord ob 650 
», Redeemable Dead Rent 350 
6d. per ton on 40,000 tons raised. 
LEDGER. 
Dr, ROYALTIES. Cr. 
Year, | Year. 
1 | To Landlord 259 t | By Trading A/c 250 
2 | To Landlord .. 500| 2 | By Trading A/c 500 
3 | To Landlord .. «|| 1,000 3 | By Trading A/c 1,000 
Dr. REDEEMABLE DEAD RENT. Cr. 
Year. - Year. 
1 | To Landlord .. 400 1 | By Balance c/d 400 
2 | To Balance b/d 400 2 | By Balance c/d 550 
», Landlord .. 150 
559 550 
3 | To Balance b/d 550 3 | By Royalties (amount 
redeemed) ata 350 
», Profit and Loss 
(amount unre- 
deemed) .. 200) 
550 le 55° 


Note.—Other names for the above account are Overpaid Royalties, 
Reyalties Paid in Advance, Royalties Suspense, Short Workings. 
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Dr, LANDLORD. Cr. 
Year. Year, ; 
1 | ToIncome Tax A/c t | By Royalties .. we 250 
(tax @ 1s. 2d, on », Red, Dead Rent .. 400 


£650) ne ee 37|18] 4 
» Cash Ac oe 612| 1 8 


650 650 

2 | ToIncome Tax A/c.. 37|\18) 4 2 | By Royalties.. ale 500) 

», Cash ne ne 612/ 1] 8 »» Red. Dead Rent.. 150) 

650 650 

3 | To Income Tax A/c.. 37/18] 4 3 | By Royalties .. os 650 
», Cash eo re 612| 1| 8 

650 


Dr. SURFACE RENT. Cr. 
Year. Year, 
r | ToCash ae ar 23|/10|10 I By Trading A/c we 50 
” » oe - 23\10|1IO 
», Income Tax A/c.. 2/18) 4 
50 50) 
2 | ToCash cit oe 23/10/10 2 | By Trading A/c oe 50 
” oa o. 23\10|10 
», Income Tax A/c.. 2\18| 4 
50 + 50 
es a oe ——— 
3 | To Cash es 23|10|10 3 | By Trading A/c .. 50 
oo” - - 23\/10|10 
», Income Tax A/c.. 2/18) 4 
50) he 50 
ps | 


Example 2.—A Chalk Pit is worked under a forty years 
lease at a Royalty of 8d. per ton with a Dead Rent of £750 
per annum. The lease gives the power to recoup Short 
Workings out of future royalties in excess of the dead rent 
The annual output was as follows— 

Ist year, 12,000 tons; 

2nd year, 15,000 tons ; 

3rd year, 21,000 tons ; 

4th year, 30,000 tons ; 

5th year, 36,000 tons. 


Make the necessary Journal entries, and show the Ledger 
accounts, 
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JOURNAL. Dr. 


Short Workings .. at cs .-|| 350 


Dead Rent iA ae aa ..|| 750 
To Landlord fe ae 
for minimum rent. 


Royalties .. ate ate -.|| 400 


To Dead Rent . oe 
8d. per ton on 12, 000 tons raised. 


To Dead Rent .. 
transfer of balance. 


Dead Rent ae ste Sc --|| 700 


To Landlord 
for minimum rent. 


Royalties .. we a6 .- || 500 


To Dead Rent . 
8d. per ton on 15, 000 tons raised. 


Short Workings .. i — ..|| 250 


To Dead Rent . 
transfer of balance. 


Dead Rent.. he bie ae Bet eOU: 


To Landlord 
for minimum rent. 


Royalties .. a ao . || 700 
To Dead Rent . 55 
8d. per ton on 21, 000 tons raised. 


Short Workings .. 230 O6 Sai|| oll 


To Dead Rent . 
transfer of balance. 


Royalties .. a oa a8 . 1000 


To Landlord. 
8d. per ton on 30, 000 tons raised. 


Teandlord 32 = ni + il 200 


To Short Workings ‘ 
amount recouped out of excess royalties. 


Royalties .. =; “ aa’ . 1200 
To Landlord . aH 
8d. per ton on 36, 000 tons raised. 


Landlord .. bd ae .. {| 400 
To Short Workings : 
amount recouped out of excess royalties. 
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LEDGER. 
Dr, DEAD RENT. Cr. 
Year. Year. 
t | To Landlord .. me 750) I By Royalties .. ap 400) 
8 », Short Workings .. 350 
750) 750 
2 | To Landlord .. 750 2 | By Royalties wd 500 
», Short Workings .. 250 
| 750 | 750 
3 | To Landlord .. on 750! 3 By Royalties ae 700) 
| », Short Workings .. 50 
750 750 
mas =| 
ae ROYALTIES. Cr. 
Year, Year, 
1 | To Dead Rent 400 1 | By Trading A/c 400 
2 | To Dead Rent 500 2 | By Trading A/c 500 
3 | To Dead Rent . 700 3 | By Trading A/c 700 
4 | To Landlord .. ++|| 1,000 4 | By Trading A/c 1,000 
5 | To Landlord .. “ 1,200 5 | ByTrading A/c 1,200 
Dr. SHORT WORKINGS. Cr. 
Year. Year, 
1 | To Dead Rent 350 2 | By Balance c/d 600 
2 To Dead Rent 250 
600 60o| | 
ee a a 
3 | To Balance b/d 600 3 | By Balance c/d ie 650 
»» Dead Rent 50 
650 650 Date 
4 | To Balance b/d a 650 4 | By Landlord (amount 
recouped) a0 250 
” »» Balance c/d Bt 400) 
650 650 
5 | To Balance b/d Pd 400 5 | By Landlord (amount 
recouped) ia 400 
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Dr. LANDLORD. Cr. 
Year, Year. 4 
t | ToIncome Tax A/c I By Dead Rent 06 750 
(tax @ 1s. 2d. on 
£750) ee a 43/15 
», Cash oe oe 706] 5 
750 750 i 
2 To Income Tax mioe 43/15 2 By Dead Rent a 750 
», Cash 4 as 706) 5 
750 750 
3 | To Income Tax ie ne 43/15 3 By Dead Rent 56 750 
», Cash j ae 706) 5 
750 750 
4 | ToShort Workings .. 250 4 By Royalties «|| 1,000 
», Income Tax A/c 43/15 
», Cash vA oe 706) 5 
1,000 Ss 
5 To Short Workings .. 400 5 By Royalties +|| 1,200 
», Income Tax A/c : 
(tax at 1s. 2d. on 
£800) cs 5 46/13] 4 
», Cash Bie) ote 753| 6| 8 
1,200 1,200 is 
| 


Example 3.—A Colliery Company become lessees of a mine 
at a Minimum Rent of £1,600 per annum merging into a 
Royalty of 6d. per ton, with power to recoup Short Workings 
out of future excess royalties. The excess paid in respect 
of the first year was £1,500; of the second year, £1,000; 
and of the third year, £250. In the fourth year the actual 
royalties amounted to £2,200; in the fifth year to £2,500; in 
the sixth year to £2,750; and in the seventh year, owing to 
a lock-out, to only £1,400. Write up the “ Royalties Account ” 
for the seven years, showing the amount to be charged to 
Trading Account and to be carried forward each year 
respectively. (See next page.) 

ROYALTY RENT.—(See Royatty [MINERAL.]) 

RULE OF AVERAGES.—(See INCoME TAx.) 

RUPEE.—A part of the British India coinage, the standard 
silver coin worth about 2s. in English money. In the 
India Money Table 3 pies = 1 pice, 4 pice or 12 pies = 1 
anna, 16 annas=1 rupee. Rx=10 rupees. A lac= 
100,000 rupees. A crore = 100 lacs of rupees. 
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Dr. ROYALTIES. Cr. 
Year. Year. 
x | To Landlord .. «|| 1,600) 1 | By Trading A/c 
», Balance c/d 
1,600 
2 | To Balance b/d || 1,500 2 | By Trading A/c 
», Landlord .. «|| 1,600 », Balance c/d 
3,100) 
3 | To Balance b/d || 2,500) 3 | By Trading A/c 
», Landlord .. «|| 1,600 », Balance c/d 
4,100 
4 | To Balance b/d +] 2,750) 4 | By Trading A/c 
», Landlord .. -+|| 1,600 », Balance c/d 
4,350 
5 | To Balance b/d el] 2,150 5 By Trading A/c 
», Landlord .. -+|| 1,600 », Balance c/d 
35750 
6 | To Balance b/d .«|| 1,250 6 | By Trading A/c -.|| 2,750 
», Landlord .. Cecilie », Balance c/d ae 100 
2,850 2,850| | 
7 | To Balance b/d is 100 7 +| By Trading A/c ++] 1,400 
», Landlord .. || 1,600 », Balance c/d Cit 300 
1,700 1,700 Pais 
To Balance b/d ee 300 Ate 


De ee — 


SALARIES.—These are the different sums paid weekly 
or monthly to the various employees of a firm or company 
in return for services rendered. A Salaries Account is 
generally opened for this item of expenditure, and is closed 
at balancing time by transfer to Profit and Loss. Partners’ 
Salaries should be kept in a separate account, as they have 
to be specially dealt with in Income Tax Returns ; the informa- 
tion concerning them should therefore be readily available, 
and not mixed up with anything else. In businesses where 
departments obtain, the Salaries Account will often be 
subdivided departmentally. Other divisions are sometimes 
met with such as Office Salaries, Management Salaries, Tra vel- 
lers’ Salaries, etc. This is done merely in pursuance of the 
special needs of the business itself or of the particular 
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requirements ofits accounting department. For the difference 
between Salaries and Wages see under the latter heading. 

Partners’ Salaries.—These are explained under Partnership 
Accounts, to which the student should refer. 

SALARIES AND WAGES.—When this item is met with 
in examination work, it is generally understood to denote 
non-productive or unremunerative wages, which may there- 
fore be transferred with the salaries to Profit and Loss 
Account. Factory Salaries and Wages would be charged to 
Manufacturing or Trading Account. 

SALE OF ASSETS, GAIN OR LOSS THEREON.— Whenever 
any of the business assets are disposed of, the cash received 
should be debited in the Cash Book and posted to the credit 
of the particular asset concerned. If the asset has realised 
exactly its book value, no further entry will be required ; 
this, however, will seldom be the case, a gain or loss on the sale 
being much more probable. The latter will necessitate an 
adjusting entry. For example, suppose some furniture, 
valued in the books at £40, is sold (a) for £30; (0) for £50; 
the Journal entry would be— 


(2) Loss on Sale of Furniture .. 50 AIS 

To Furniture A/c .. 30 ao (GR £10 0 O 
(6) Furniture A/c oe, LWA EG) 

To Profit on Sale of Furniture .. Cr. 5 0 


and the profit or loss would in each case be transferred to the 
Profit and Loss Account. The Ledger accounts would appear 
as follows— 


(a) Dr. FURNITURE. Cr. 
To Balance .. oe 40 By Cash . 30 
s3. LOSS on Sale of Fur 
niture oe 10 
40 cs 40 
Dr. LOSS ON SALE OF FURNITURE. Cr. 
To Furniture 56 | a | | By Profit and Loss . 10 | 
| x Pelee 
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(b) Dr- FURNITURE. Cr. 
To Balance oF --|| 40 By Cash .. rs he | 50 | 
», Profit on Sale of 
Furniture .. wath 50 
50 50 

Dr. PROFIT ON SALE OF FURNITURE. Cr. 

rs 
To Profit and Loss 10 | | By Furniture A/c | 10 | 


SALE OF GOODS ACT, 1893.—By Section 1 (1)— 


A contract of sale of goods is a contract whereby the seller transfers 
or agrees to transfer the property in goods to the buyer for a money 
consideration, called the price. 


By Section 4 (1)— 

A contract for the sale of any goods of the value of £10 or upwards 
shall not be enforceable by action unless the buyer shall accept part 
of the goods so sold, and actually receive the same, or give something 
in earnest to bind the contract, or in part payment; or unless some 
note or memorandum in writing of the contract be made and signed 
by the party to be charged or his agent in that behalf. 

Owing to the above section, firms generally insist on all 
orders being in writing, and positively refuse to recognise 
verbal orders. Telephonic and telegraphic orders have to be 
subsequently confirmed. Travellers generally carry carbon- 
copy order books. The order is made out in triplicate, and the 
customer’s signature obtained; one copy is then handed 
to the customer, one is retained by the traveller, and the 
other is forwarded to the firm to execute the order. 

SALE OR RETURN, GOODS ON.—When goods are sent 
out “on sale or return,” they should be entered in a separate 
“On Sale or Return Day Book,” and posted to a separate 
“On Sale or Return Ledger.” This is the simplest and 
clearest way when such transactions are numerous. The 
customer or agent should be debited with the goods sent him 
and credited with the goods he returns, the balance, repre- 
senting what he has kept, being transferred to the regular 
Sales Day Book, and posted from thence to the regular Sales 
Ledger. 

It often happens, however, that such goods when sent out 
are entered in the Day Book in the same way as ordinary 
sales, and at full list prices ; whereas the agent to whom they 
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have been forwarded is, perhaps, entitled to a discount of 
10 to 20 per cent. when remitting for same. If such is the 
position of affairs at balancing time, adjustments will be 
necessary as follows— 

As regards the goods actually sold, the Sales Account 
should be debited, and the agent’s account credited, with 
the particular trade discount (if any)—that is, if this has not 
already been done. 

With respect to the goods unsold, Sales Account might be 
debited, and a Reserve Account credited, with the 10 or 20 
per cent. profit which has been anticipated. This way, 
however, has the effect of showing a much larger turnover 
than is really the case. A better way, therefore, is to pass a 
Journal entry— 


Sales A/c. Dr. 
To Sales Suspense A/c. Cr. 


for the full amount at which the goods have been charged. 
On the Balance Sheet the Sundry Debtors should preferably 
be shown in two amounts— 


Sundry Debtors for Goods sold. 
" on Sale or Return. 


” ” ” ” 


The latter amount would be off-set or counterbalanced on 
the Liabilities side by the amount of the Sales Suspense 
Account. 

The goods themselves should be valued at cost price, and 
included in the stock; or they may be shown separately 
on the Balance Sheet as “‘ Stock in Customers’ (or Agents’) 
hands.” 

SALES ACCOUNT.—An account to which all credit and 
cash sales are posted periodically. It is closed by transfer 
to Trading Account. For the sake of convenience or addi- 
tional information, the Sales Account is often subdivided 
departmentally, as Sales Account, A Dept. ; Sales Account, 
B Dept.; or Sales Account, Drapery; Sales Account, 
Outfitting ; and soon. Each of these subsidiary accounts 1s 
likewise closed at balancing time by transfer to Trading 
Account. Instead of having separate Sales accounts for each 
department, they may be kept in one tabular Sales Account, 
as is sometimes done. (See DEPARTMENTAL ACCOUNTS.) 

Cash Sales.—These are entered weekly into the General 
Cash Book, and posted to the Sales Account. Where the 
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items are numerous and the amounts sufficiently large, the 
receipts are entered daily and extended into a separate Cash 
Sales column, the total of the latter being posted monthly 
to the Sales Account in the General Ledger. In some cases 
the Cash Sales, in addition to being entered in the Cash Book, 
are also entered in the Sales Book, like credit sales. A Cash 
Sales Account is then opened in the Sales Ledger, as if it were 
a personal account. It is debited from the Sales Book, and 
credited from the Cash Book; thus the account always 
balances. The disadvantage of this method is that it unneces- 
sarily duplicates the work. It does sometimes happen, 
however, that a regular customer will occasionally pay on the 
spot for the goods he orders, so that he may take advantage 
of the cash discount offered. Such a sale should undoubtedly 
be entered in the Sales Book and be posted to the customer’s 
Ledger Account, in order that the latter may be a complete 
record of the transactions with him. But when a customer 
has no ledger account, such a course cannot be recommended. 

Credit Sales.—These are recorded daily in a special Sales 
Book or Journal. 

SALES BOOK.—A book in which are entered, in order of 
date, all sales on credit, 1.e., for payment at a future date. 
The Book is also called the Day Book, Sales Day Book, Sold 
Day Book, Sales Journal. The ruling of the book varies with 
the nature and requirements of the business ; it may contain 
only the ordinary money columns, or it may be in tabular 
form. Sometimes the total of the Cash Sales is entered 
periodically in the Sales Book. This however, is quite 
unnecessary. 

Example.—From the following particulars write up the 
Sales Book in (1) Ordinary Form, (2) Tabular Form, and post 
to Ledger Accounts. 


Jan. 5. | Sold to A. Brown— 

10 qrs. Wheat @ 38/6; 10 sacks Flour @ 21/3. 

11 | Sold to S. Smith— 

10 sacks Flour @ 24/3; 10 sacks Barley @ 15/6. 

18 | Sold to Jones Bros.— 

5 qrs. Wheat @ 40/6; 12 sacks Barley @ 15/3; 10 sacks 
Oats @ 12/6. 

23 | F. Flower purchased— 

12 qrs. Wheat @ 40/-; 5 qrs. Wheat @ 41/6; both subject 

to Trade Discount of 20 %. 

30 | Sold to Prince & Sons— 

10 sacks Oats @ 12/3; 2 qrs. Wheat @ 40/6. 
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(1) Ordinary Form— 
SALES BOOK. (Page 70) 
Led. ’ 
Name. Bal. Details. Total. 
A. Brown— 207 
10 qrs. Wheat . 38/6 LOS 
10 Sacks Flour .. 21/3 _ 10/12} 6] 29/17) 6 
S. Smith— 208 
10 Sacks Flour .. 24/3 12} 2) 6 
10 Sacks Barley . 15/6 7/15 
= 19/17) 6 
Jones Bros.— 209 
5 qrs. Wheat . 40/6 10) 2| 6 
12 Sacks Barley 56 SE 9} 3 
10 Sacks Oats .. ZIG 6} 5 25/10) 6 
F, Flower— Be : | 210 
12 qrs. Wheat .. . 40/- 24 
5 qrs. Wheat . . 41/6 10} 7| 6 
34) 7| 6 
Less Trade Discount, 
0% 6}17| 6|| 27/10 
Prince & Sons— 211 
10) Sacks Oats .. on 14) 6} 2} 6 
2 qrs. Wheat . 40/6 Al 1 10) 3) 6 
Total aGrale. |e ot Al 11219 


If necessary the goods may be analysed and summarised 


thus— 


SUMMARY. 
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£60 18 
22 15 
16 18 
Oy, 


£112 19 
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SALES LEDGER. 
ro A. BROWN. Co 
Jan. 5 | To Goods =| 74 29|17 | | | | | | 
Ds S. SMITH. oy 
Jan. 11 | To Goods -| 74 19/17 | | | | | | 
s, JONES BROS. oe 
Jan. 18 | To Goods .| 74 | 25\10) | | | | | 
rae F. FLOWER. Ce 
Jan. 23 | To Goods .| 74 | 27|10 o| | | | | | 
Ca PRINCE AND SONS. Re 
Jan. 30 | To Goods 501) 9EE be) , | | | | | | 
GENERAL LEDGER. 
pe SALES ACCOUNT. Ce 
} 
| | | | | Jan. 31 | By Sundry Drs. | 74 || 112/19 
Or (from Tabular Book)— 
pe SALES ACCOUNT—WHEAT. ee 
| | | | | Jan. 31 | By Sundry Drs, | 74 60|18] 6 
Dr. SALES ACCOUNT—-FLOUR. One 
| | | | sa 31 | By Sundry Drs. | 74 22/15 
(275) 
Dr. SALES ACCOUNT—BARLEY. Gr. 
| | | | | Jan. 31 | BySundry Drs. | 74 16|18 
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SALES ACCOUNT—OATS. 
By Sundry Drs, 12] 7| 6 


Baw Minera adcal 
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SALES JOURNAL.—Where press-copy and carbon-copy 
Invoice Books are in use, only the date, name and total of 
each transaction are copied into the Sales Book (or Journal, 
as it is then frequently termed), reference being made to the 
number of the Invoice in case the details should be required. 
The Sales Journal is often used for the purpose of analysis, in 
order to obtain the detailed information required in the 
business, or to facilitate the use of self-balancing ledgers. 


Example 1— 
SALES JOURNAL. 
Parts and 
Date. Bee ae Name | Total. | Cycles. a Repairs, 
Example 2— 
SALES JOURNAL. 
ites Sales Ledgers 
Date. ee Name. — Total. : 
folio. Town. Country. | Foreign. 


Nl 
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SALES LEDGER.—(See LEDGER.) 

SALES LEDGER ADJUSTMENT ACCOUNT.—(See 
ADJUSTMENT ACCOUNT and SELF-BALANCING LEDGERS.) 

SALES ON COMMISSION.—(See Commission and CONSIGN- 
MENT INWARD. 

SALES RETURNS.—These are goods actually returned 
by customers, including also the allowances made to them to 
prevent other goods being returned, as per Credit Note Book. 
(See ALLOWANCES.) 

SALES RETURNS BOOK.—The subsidiary book in which 
the Sales Returns and Allowances are recorded for posting to 
the Ledger. 

Example.—From the following particulars write up the 
Sales Returns and Allowances Book in (1) Ordinary Form, 
(2) Tabular Form, and post to Ledger Accounts. 


Jan. 7 | Smith & Co. returned— 
1 qr. Wheat @ 38/6; 1 sack Barley @ 15/-; Credit Note 
No. 56. 
23. | Brown Bros. returned— ; 
1 sack Oats @ 12/6; 1 sack Flour @ 21/3. C/N No. 57. 
28. | Peters & Sons— 
Made them allowance on Barley invoiced on 2\st inst., 
not up to sample, 10 sacks @ 6d. C/N No. 58. 


(1) Ordinary Form— 


SALES RETURNS BOOK. (PacE 68.) 
Date. C.N. Particulars. ae Details. Total. 


Jan. 7 56 | Smith & Co.— 


1 qr. Wheat .. 38/6 1]18) 6 

1 sack Barley .. 15/—| 371 15} 0 2/13) 6 
» 23 || 57 | Brown Bros.— 

1 sack Oats 50) WAS: 12] 6 

1 sack Flour .. 21/3 | 372 1; 1) 3 1/13) 9 
» 28 58 | Peters & Sons— 

Allowance on Barley in- 

voiced on 21st inst., 

10 sacks @ 6d. .. ..| 373 5 5) 

THO sq 4p 7 ee ER Ea eH £ 4l12| 3 
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With the first form the goods may, if necessary, be analysed 
and summarised thus— 


SUMMARY. 
Wheat .. oe a6 ou lel SEG 
Flour As ois ote Let 3 
Barley .. a ore 8 ih 0) 
Oats .. Ae ae 56 1) 9G 
f4 12 3 
SALES LEDGER. 
Dr. SMITH & CO. (372) 
| | | | | Jan. 7 | By Returns +»| 68 | 2|13| 6 
DF, BROWN BROS. Cy 
| | | | | | Jan. 23 | By Returns -| 68 | 113] 9 
Dr. PETER & SONS. (373) 
| | | | | Jan. 28 | By Allowance ..] 68 | | : 
GENERAL LEDGER. 
Dr. SALES RETURNS. (30) 
Jan. 31 | ToSundry Drs. (or | | | | 
Returns Book)} 68 4\12| 3 
Or (from Tabular Book)— 
Ae SALES RETURNS—WHEAT. oy) 
Jan. 31 | To Sundry Drs...} 68 | 1/18 : | | | | | 
re SALES RETURNS—FLOUR. (133) 
Jan. 31 | To Sundry Des. 68 | I| 1 | | | | | 
re SALES RETURNS—BARLEY. rp) 
Jan. 3r | To Sundry Drs, | 68 | I | | | | | 
673 
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on SALES RETURNS—OATS. rs) 


ene oe ee 


SALVAGE.—(1) Goods saved from loss by fire or at sea. 
(2) The compensation paid for so saving them. 

SAMPLE BOOKS.—(See CATALOGUES.) 

SANS RECOURS.—(See BILL oF EXCHANGE.) 

SCHEDULES A, B, C, D, E.—(See INcomE TAx.) 

SCRIP.—An abbreviation of the word “subscription,” 
denoting a provisional certificate of shares in a joint-stock 
company or Government loan. The scrip certificate is issued 
when the allotment money is paid; it is exchanged in due 
course for the share certificate or bond. Scrip and share 
certificates are terms often used synonymously. 

SEAL (COMMON).—(See Company.) 

SEAL REGISTER.—A record giving brief particulars of 
all documents to which the Company’s seal has been attached. 

SECRET RESERVES.—A secret or hidden reserve is a 
eae the existence of which is not shown on the Balance 

heet. 

How Secret Reserves are Made.—Secret reserves are formed 
in various ways— 

(1) By charging Capital expenditure to Revenue, as for 
instance, Additions to Buildings. On the Balance Sheet the 
buildings would appear at less than their actual value. 

(2) By excessive depreciation of assets, such as writing 
down Premises, Investments, etc., below their proper value. 

(3) By creating unnecessary or excessive Reserves for Bad 
Debts, Discounts, or for fictitious Liabilities. 

(4) By Undervaluation or Omission of Assets. Stock may 
be taken below cost. Assets which have greatly appre- 
ciated may be maintained at cost. The Bank of England 
omits the value of its Premises altogether. Some valuable 
companies omit their Goodwill. 

Advantages of Secret Reserves.—The advantages claimed 
for them are— 

(1) They promote financial stability. Extraordinary 
losses can be met out of such “‘ undisclosed surpluses”’ instead 
of out of Revenue, thus preventing the dividend being 
reduced and public confidence shaken. Banks and insurance 
companies often have recourse to such methods to prevent 
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any serious depreciation of their Investments being made 
public. 

(2) A normal rate of dividend may be maintained. 
Not only for the above reason, but also because they enable 
unduly fluctuating profits to be manipulated and steady 
progressive results to be shown. 

(3) They advance the interests of the undertaking By 
means of secret or “inner” reserves huge profits can be 
concealed from business rivals, whereas the publication of 
such would stimulate competition and injure the company. 

Disadvantages of Secret Reserves.—The objections raised 
against them are as follows— 

(1) The shareholders have not a full knowledge of the 
company’s affairs, inasmuch as the published accounts are 
inaccurate and misleading. The Trading and Profit and Loss 
Accounts do not show the exact profits. The Balance Sheet 
is not a correct presentation of the state of affairs, inasmuch 
as the liabilities may be overstated and the assets 
undervalued. : 

(2) Secret Reserves, which can be utilised to meet excep- 
tional losses through depreciation of investments, etc., can 
also be used to conceal losses arising through bad management 
or reckless speculation. 

(3) Concealment of facts or manipulation of figures is bad 
in principle, and is a proceeding which, while it may sometimes 
serve the company’s interest, may also be, and frequently is 
used by unscrupulous directors to the company’s detriment. 
Suspicions may be aroused which will weaken or destroy 
confidence in the management much more quickly than 
a policy of straightforward dealing, even in adverse 
circumstances. 

SECTIONAL BALANCING.—(See SELF - BALANCING 
LEDGERS.) 

SECURED CREDITORS.—(See STATEMENT OF AFFAIRS.) 

SECURITIES.—Written or printed documents giving the 
holder a right to any property not in his possession. They 
comprise stocks, shares, bonds, dock warrants, insurance 
policies, bills of lading, mortgages. The term is often used 
to denote investments generally. Securities may be (1) to 
bearer ; (2) registered ; (3) inscribed. 

SELF-BALANCING LEDGERS.—A self-balancing Ledger 


is one whose balances when extracted form a complete Trial - 


Balance. 
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Object of Self-Balancing Ledgers.—The object of making 
Ledgers self-balancing is to be able to localise errors, and thus 
prevent waste of time in checking books which may be already 
accurate. Inanordinaryset of books kept on double-entry prin- 
ciples, if the total debit of the Trial Balance does not equal 
the total credit, we merely know that there is a mistake in the 
books somewhere. But in practical business life this is not 
sufficient ; we must know where the mistake is, im what 
ledger ; otherwise we may waste a lot of time in checking and 
re-checking. For instance, we might call over each of the 
Sales Ledgers, and, after all, the mistake might be in one of 
the Bought Ledgers. To obviate this, and to locate the error 
“as far as possible to the particular ledger concerned, we, 
instead of taking a Trial Balance off the whole of the books 
at once, take a separate Trial Balance off each Ledger, thus 
proving the books separately or in sections—hence the term 
sectional balancing. Thus, first the Sales Ledger, or each of 
its subdivisions A-K, L-R, etc., is proved, then the Bought 
Ledger, or each of its subdivisions, and finally the General 
Ledger. If the General Ledger Trial Balance does not agree, 
the mistake is then confined to this one ledger, as the other 
ledgers are now proved. 

How Ledgers are made Self-balancing.—Where there are 
several ledgers in use, it is obvious that they will not balance 
of themselves, as the balances they contain will be one-sided. 
For instance, the Bought Ledger will be all credit balances, 
the Sales Ledger all debit balances, and so on. Ledgers 
have therefore to be made self-balancing by means of an 
ingenious device called an Adjustment Account. This, and 
the principle of proof underlying it, are fully explained under 
the latter heading ; pro formé adjustment accounts for each 
ledger are also shown there, and the student should carefully 
consider same. 

Journal Entries for Adjustment Accounts.—The Journal 
entries for constructing the Adjustment Accounts are also 
given under the heading Adjustment Account. 

Total Checking Accounts.—Contra Adjustment Accounts.— 
Self-balancing Ledgers are merely an extension or adaptation 
of the former system of total checking accounts. A Total 
Debtors Account and a Total Creditors Account—now 
dignified with the titles of Sales Ledger Adjustment Account 
‘and Bought Ledger Adjustment Account—were kept in the 
General Ledger and used by the chief clerk or accountant 
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to check the Sales Ledger and Bought Ledger balances respec- 
tively. It was quite an afterthought, and a very modern one, 
to copy this total account into the pages of the Ledger con- 
cerned, and by transposing the debits and credits make the 
Ledger self- -balancing. This method, of course, provides 

‘contra’ adjustment accounts and facilitates their con- 
struction by means of Journal entries, and is also a rigid 
adherence to the principle that every debit must have a 
corresponding credit, and vice versa. Many accountants, 
however, condemn the practice of duplicate or contra adjust- 
ment accounts, maintaining that it merely puts the Ledger 
Clerks in possession of the total checking figures and renders 
possible the manipulation of balances, thus destroying the 
effectiveness of the check. 

Rulings of Subsidiary Books.—Where there are several 
Bought Ledgers and Sales Ledgers in use, extra columns 
will be required in the Purchases and Sales Books, Returns 
Books, Bill Books, Cash Book, etc., for the purpose of analysing 
the items contained therein under the respective ledgers 
to which they have been posted. These columns will, of 
course, be in addition to the departmental columns (if any). 
Where, however, the number of ledgers is very large, separate 
subsidiary books will be required for each ledger. 

Examples are given on pages 677-679. 

Example.—From the following particulars write up the 
subsidiary books and post to Ledger accounts. Make Ledgers 
self-balancing, and take out Trial Balances to prove the 
correctness of the work. 


Jan. 1. H. Brown commenced business with the 


following assets and liabilities— if aS cen 
Cash in hand .. ts ne ae ae 25) 6 11 
Cash at Bank. ae on Pays oie LOO Lae oie e: 
Stodise a. aie A ie oe LTV. G 
Bills Receivable ahs + sis ae 652° 9) 4 
EB, Pinch, SD¢4-. ds a rio ae 421 6 6 
G. Garnet & Co., Dy. as ate “a oo. 4 2 
H. Hunter, Ltd., Dry. Pa Me sis 269 18 7 
Jones Bros., Dy. Br ae ce RODE oO 
L. Lyons & Son, Dr. Mic Se ce 78 14 9 
Masters, Son & Co., Dr. .. as Re 118 5 10 
IN. Nash? iCes 5... ai As a’ 3843 17 6 
oO. Orton & Co., Cr. AG as an 219 8 11 
P. Phillips, Ltd., Cr. ot are bic 198 4 3 
Quill Bros., Cr. alc oe Ow 75 13 7 
RY Roberts & Son, Cr. aa Ae Be 121 16 4 
Singer, Son & Wells, Gr 5 ste Bic 65 9 2 
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Plant and Machinery 
Furniture and Fixtures 
Bills Payable .. 6 
His transactions for the month were— 
Bought Goods of N. Nash ; 
Received Bill No. 95 at 1 month ‘from FR, Finch 
Discount allowed him : 
Sold Goods to F, Finch . 
Paid Wages 
Received Cash for Bill Receivable No. "93 
Bought Goods of O. Orton & Co. 5 
Received Cash from G. Garnet . 
Discount allowed him .. 
Gave O. Orton & Co. Bill No. 103 at if month 
And was allowed Discount 
Paid Wages 
Bill No. 94 (H. Hunter, Ltd.) paid in for 
collection 
Sold Goods to G. Garnet & Can 
Bought Goods of R. Roberts & Son oe 
Bill No. 94 returned by Bank dishonoured 
H. Hunter, Ltd., returned Goods , 
Received Cash from H. Hunter, Ltd. .. 
Sold Goods to H. Hunter, Ltd... 
Bought Goods of P. Phillips, Ltd. ° 
Paid Wages eon 
Received Cash from Jones Bros. 
Discount allowed him 
Paid Quill Bros. 
And was allowed Discount 
Sold Goods to Jones Bros. 
Received Bill No. 96 at 2 months from L. + Lyons 
& Sone. ve 
Discount allowed ‘them sie 
Returned Goods to P. omg Ltd. 
Paid N. Nash .. sis 
Drew for Self i 
Bought Goods of Quill Bros. 
Paid Bill Payable No. 101 
Paid P. Phillips, Ltd. 
Ready-money Purchases ; 
Sold Goods to L. Lyons & Son.. 
Received of Masters, Son & Co. 
Gave R. Roberts & Son Bill No. 104 at 1 month 
And was allowed Discount 
Paid Singer, Son & Wells 
And was allowed Discount 
Paid Wages on 
Paid Rent.. 
Bought Goods of Singer, “Son & Wells 
Ready-money Sales for month.. He 
Paid Sundry Expenses for month 
Sold Goods to Masters, Son & Co. 
Paid Salaries ee 
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_ JOURNAL. Dr. Cr. 
1S Wit oer. ‘z 
Jan. 1 | Cash in hand ae Se - 25} 6/11 
Cash at Bank ee ae eal, MOOZh Sis 
Stock. re a < oll, 127 9113156 
Bills Receivable Po os = 652) 9) 4 
Furniture and Fixtures .. oe 750 
Plant and qchoey ne .-|| 3,500 
F, Finch we oe Ev 421| 6] 6 
G. Garnet & Co. .. as an STON Ai 
Meruntern td). ok i 269/18) 7 
Jones Bros... thc B: ae 527| 3] 6 
I, se yonseccs SOnMag. a ae 78|14| 9 
Masters, Son & Co. as Bs 118) 5|10 
To N. Nash oe AS 343]17| 6 
+ Ov Orton. c& ‘Co. 219] 8/11 
m2) Phillodeeicta: 198} 4) 3 
» Quill Bros. 75|13) 7 
»» At. ObDerts. & Son. 121|16) 4 
» singer, Son.& Wells... 65] 9} 2 
», Bills Payable.. 352}13) 5 
» Capital 8,188} 2) 6 
£\| 9,565) 5] 8] 9,565) 5] 8 
For Sundry Assets and Liabilities 
as at this date. 
PURCHASES BOOK. 
Jan. 2 | N. Nash— 
Goods 122| 3) 4 
9 | O. Orton & Co.— 
Goods 78| 41 6 
14 | R. Roberts & Son— 
Goods 3 - 67|16| 9 
19 | P. Phillips, Ltd.— 
Goods js nae 107| 6| 8 
23 | Quill Bros.— 
Goods 79|15|10 
29 | Singer, Son & Wells— 
Goods : 4 126} 3/11 
Total af 581 Pala 
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SALES BOOK. 
Jan. 5 | F. Finch— 
Goods 96]12) 9 
12 | G. Garnet & Co.— 
Goods a: Se 256/10) 4 
WAH. ehunter,, itd. — 
Goods 5 AS 83/19) 6 
22 | Jones Bros.— 
Goods 1551-715 
25 | L. Lyons & Son— 
Goods h 114) 6| 3 
31 | Masters, Son & Co.— 
Goods se 6814) 2 
Total £ 775|10} 5 
i. PURCHASES RETURNS BOOK. 
Jan. 22 | P. Phillips, Ltd.— 
Goods ie 6] 1) 2 
hi 6] 1} 2 


SALES RETURNS BOOK. 


Jan. 15 | H. Hunter, Ltd.— 


e Goods 8| 2) 3 
f 8| 2| 3 
SS st 
BILLS RECEIVABLE BOOK. 
No. 7 

‘| From Whom Led. Dis- Amount || Date of Due 

ie nas Received. Fol. || count. || of Bill. || Bil. | 7°™ | Date 
Jan. 4] 95 | F. Finch in | 21} 1] 4] 400 2|| Jan. 3 | 1 mo. | Feb, 6 
» 22} 96] L. Lyons& Son 3|18 74|16 » 21 | 2 mos, | Mar. 24 

f|| 25) 0 475| 1] 2 
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BILLS PAYABLE BOOK. 
No a 
s To Whom Led. Dis- Amount|| Date of Due 
Daten, | Otol: \Giveas Fol. || count. |] of Bill. || Bill. | 7 | Date. 
Jan. 11 | 103} O. Orton & Co. 5] 9] 9|| 213/19] 2|| Jan. rz | r mo. Feb. 14 
25 |104| R. Roberts & Son 6| rlro|] rr5|14! 6|| ,, 25] I mo ee. 
£i| xxx] 7|| 329/13] 8 
BOUGHT LEDGER. 
Dr. N. NASH. Cr. 
Jan. 22 | To Cash .. 343/17; 6] Jan. 1x] By Balance .. 343/17| 6 
Jan. 2 | By Goods oe 122 shay 
Dr. O. ORTON & CO. Cr. 
Jan. 11 | To Bill Payable 213/19} 2 Jan. 1 | By Balance 219} 8 
ee », Discount . 5| 9| 9 
21g) 8\rr 219 irr 
Jan. 9] By Goods 78| 4) 6 
Dr. Pe PHILLIPS; Grp; Cr. 
Jan. 22 | To Returns 6] 1] 2 an. 1 | By Balance 8 
231 ,, Cash 192| 3] I J s ron i 
198) 4} 3 198| 4] 3 
Jan. 19 | By Goods ro7| 6| 8 
Dr. QUILL BROS. Cr. 
Jan. 21 | To Cash at 7x|t7/11 } Jan. 1 | By Balance 75|13| 7 
> yn LOISCOUNE, 06 3\15| 8 
75|13) 7 75\13| 7 
Jan. 23 | By Goods cell 79 isto 
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Dr. R. ROBERTS & SON. Cr. 
7 
Jan. 25 | To Bill Payable 115/14] 6} Jan. 1 | By Balance + |] 12z/16]°4 
ne », Discount .. 6| 1/10 
T21|16] 4 rarlr6| 4 
Jan. 14 | By Goods “se | 67|16 9 
Dr. SINGER, SON & WELLS. Cr. 
Jan. 26 | To Cash 62| 3} 9# Jan. 1 | By Balance .. sell 05) 9] 2 
“6 » Jiscount .. 345) 15 
65} 9] 2 65] 9) 2 
Jan. 29 | By Goods 36 -.|| 126) 3/rr 
Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT. Cr. 
Jan. 1 | To Balance.. 1,024] 9} 9 | Jan. 31 | By Cash & Discount 677| 3] 4 
31 | ,, Goods 581\11| 0 aa », Bills Payable .. 329|13] 8 
xy | 93 Discount ae edpoe) Y/ 
», Returns.. ee 6} 1] 2 
a », Balance c/d_ .. 581/11 
1,606] 0} 9 1,606] o] 9 
Jan. 31 | To Balance b/d 581/11 
SALES LEDGER. 
Dr F. FINCH. Cr. 
Jan. 1 | To Balance 421| 6} 6¢ Jan. 4 | By Bill Receivable 400] 5| 2 
470 Coe hos, Discount a8 25) Lia 
421| 6] 6 4211 6) 6 
Jan. 5 | To Goods 96|12| 9 | | 
Dr. G. GARNET & CO. Cr. 
Jan. 1 | To Balance 375| 4 24 Jan. 9] ByCash .. ae 356] 9 
See sil) Gy Discount be 18/15) 2 
375| 4| 2 375) 4| 2 
Jan. 12 | To Goods 256/10] 4 
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Dr. H. HUNTER, LTD. Cr. 


Jan. 1 | To Balance ee 269/18) 7 | Jan. 15 | By Returns 7 8| 2 
14 | ,, Cash (dishd. bill 36 || 5; ‘Cashes’. oe! 361|16| 4 
No. 94) ae 100] o| o 
369/18] 7 369|18| 7 
Jan. 17 | To Goods .. 83/19) 6 


Dr. JONES BROS. Cr. 


Jan. 1 | To Balance.. ae 527| 3} 6] Jan. 19 | ByCash .. aa §13/19/11 
ra », Discount oe 3) 7 


To Goods .. oe 155] 7 


Dr. L. LYONS & SON. on 


Jan. 1x |To Balance i 78|14) 9 |} Jan. 22 | By Bill Receivable 
ay », Discount ae 3/18 


Dr. MASTERS, SON & CO. Cr. 
Jan. 1 | To Balance.. ae 118] 5/10 | Jan. 25 | ByCash .. ae 118] 5/10 
Jan. 31 | ToGoods .. ae 68|14| 2 alae 


Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT. Cr, 
Jan. 31 | To Cash & Discount |} 1,382} o9/ro } Jan. 1x | By Balance.. ++|] 1,790]13] 4 
= »» Bills Receivable 475] I| 2 rl . (Goods ... os 775\10| 5° 
* », Discount ae 25] O} I > RRS e's 5 I00 
». | a Returns oe 8] 2) 3 
» | », Balance cfd .. 775|10) 5 
2,666] 3] 9 2,666 3| 9 
Jan. 31 | By Balance b/d .. 775, ae 


GENERAL LEDGER. 
Dr. STOCK. Ge 


spre LU 
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Jan. 1 | To Balance.. +-|| 1279/13 
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Dr. PLANT AND MACHINERY. Cr. 
Jan. 1} To Balance.. | 3,500 | | | | | 
Dr. FURNITURE AND FIXTURES. Cr. 
Jan. 1 | To Balance a | 750 | | | | 
Dr. BILLS RECEIVABLE. Cr. 
Jan. 1 | To Balance.. bo 652} 914} Jan. 7] ByCash .. a 221| 3/11 
31 |} ,, Sundry Drs. 475| I| 2 TAO este 95) te ee 100 
Dr. BILLS PAYABLE. Cr. 
Jan. 23 | ToCash .. sie 221| 8| 5 | Jan. x | By Balance.. aya! 352/13] 5 
gr | ,, Sundry Crs... 329|13| 8 
Dr. PURCHASES. , ° CH 
Jan. 24 | To Cash .. ee 16|17| 8 
31 | ,, Sundry Crs. 581/11 
Dr. PURCHASES RETURNS. Cr. 
| | | | Jan. 3r.| BySundry Crs. .. 6] 1] 2 
Dr. SALES. Cr. 
Jan. 30 | ByCash .. OG 36/19] 6 
31 | ,, Sundry Drs. 775\10| 5 
Dr. SALES RETURNS. : Cr. 
Jan. 3x | To Sundry Drs, | 8] 2| 3 | | | 
Dr. WAGES. Cr. 
Jan. 5 | To Cash oe) 22/15) 6 
12 oD . oe 36} 4) 3 
TON shay ae Gu 32/13/10 
2 ey) 34] 2| 8 
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Dr.- SALARIES. Cr. 
Jan. 31 | To Cash | 45|15| 6 | | | 
cee ies aks 2 Sus Selif et || ho 
Dr. RENT. Cr. 
Jan. 28 | To Cash .. | 30/10 | | | | | 
Dr. TRADE EXPENSES. Cr. 
Jan. 31 | To Cash | 12/15} 8 | | | 
Dr. DISCOUNTS ALLOWED. Cr. 
Jan. 31 | To Sundry Drs. 
(C.B.) 31/18] 9 
” ” ” ” (B.B.) 25 oOo; r 
Dr. DISCOUNTS RECEIVED. Cr. 
Jan. 31 | By Sundry Crs. 
(C.B.) 7 Ue 
” ” ” » (B.B.) IIjIrI) 7 
Dr. BOUGHT LEDGER ADJUSTMENT ACCOUNT. Cr. 
Jan. 31 | To Cash & Discount 677| 3) 41 Jan. 1x | By Balance.. 1,024] 9] 9 
7 », Bills Payable . 329/13] 8 gr || ,, Goods. .. 581/11 
a », Discount .. II|Ir| 7 
2 » Returns 6] x] 2 
» | 9 Balance ¢/d 581/11 
1,606] 0} 9 1,606] o| 9 
Jan. 31 | By Balance b/d 581 pale 
Dr. SALES LEDGER ADJUSTMENT ACCOUNT. Cr. 
Jan. 1 | To Balance.. 1,790]13] 4 | Jan. 31 | By Cash & Discount |} 1,382] 9/ro 
3r | ,, Goods . 775|10| 5 es », Bills Receivable 475| I| 2 
fe wecdsh 25 100 »» Discount : 25| o| x 
na », Returns 8] 2] 3 
Hie », Balance c/d 775\10| 5 
2,666] 3] 9 2,666] 3| 9 
Jan. 31 | To Balance b/d 775|10| 5 rie 
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Dr. CAPITAL ACCOUNT. Cr. 
| | | | | Jan. By Balance.. | 8,188] 2] 6 
Dr. DRAWING ACCOUNT. Cr. 
Jan. 22 | To Cash | 25 | | | | | | 
TRIAL BALANCES, 
BOUGHT LEDGER. Dr. Cr, 
N. Nash. 122 | 3] 4 
O. Orton & Co. 78 | 4] 6 
Pe ehillips itd: LOZ 6 |S 
Quill Bros, oe 79 | 15 | 10 
R. Roberts & Son 67A1N1G6 |— 9 
Singer, Son & Wells 126 | 3), 11 
General Ledger eee 
ment A/c ‘ 581 | 11 
Al OS nel 581 | 11 
SALES LEDGER. Dr. Cy. 
F, Finch.. S60 125) 9.9 
G. Garnet & Co. 256 | 10] 4 
H. Hunter, Ltd. 83 | 19 6 
Jones Bros. LOSmiezalaeo 
L. Lyons & Son 114] 6] 3 
Masters, Son & Co... 68 | 14} 2 
General Ledger po 
ment A/c c Tey | Ok 
AE iF | KO THR NO 
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GENERAL LEDGER. Dr. Cr. 
Stock 4 ae FEN SPAS IES Is) 
Plant and Machinery Se ..|| 3,500 
Furniture and Fixtures .. ats 750 
Bills Receivable .. ae dé 806) 6| 7 
Bills Payable ar bs Ae 460|18| 8 
Purchases .. : ag ete 598} 8} 8 
Purchases Returns ae ee 6] 1} 2 
Sales = Bie ot 812) 9/11 
Sales Returns ae Se shi 8} 2) 3 
Wages Se 43 or ore 125|16) 3 
Salaries o8 Bic cic 2 45|15] 6 
Rent Ste st ae ae 30)10| 6 
Trade Expenses .. of ve 12|15} 8 
Discounts Allowed ne a 56}18)10 
Discounts Received 4 18/12) 8 
Bought Ledger Adjustment A/c} S581}11 
Sales Ledger vee is ao ow 775\10| 5 
Capital Ajc ; are 8,188) 2| 6 
Drawing sf Bre ae ee 25 
Cash.. ¢ ae or a 12|11| 3 
Bank or aie be ..|| 2,040] 6) 6 
£|| 10,067}15/11]| 10,067\15)11 


1 On the Balance Sheet this item will be called Sundry Creditors. 
2 On the Balance Sheet this item will show as Sundry Debtors. 


SELLING EXPENSES.—(See Cost Accounts.) 

SELLING PRICE.—(See Cost Accounts.) 

SEPARATE ESTATE CREDITORS.—(See STATEMENT OF 
AFFAIRS. ) 

SET-OFF.—A defence set up (in an action) by a person upon 
whom some demand is made, arising in respect of mutual 
debts between the plaintiff and defendant. It is often re- 
garded, but erroneously so, as the same thing as a counter- 
chim. A set-offis a statutory defence to an action ; a counter- 
claim is a cross action—a distinction of importance i in cases of 
bankruptcy and winding up. 

SETTLED ESTATE DUTY.—(See under Estate Dury.) 

SETTLING DAYS.—Days appointed on the Stock Exchange 
for the settlement of bargains. 

SEVEN DAY BILLS.—(See BANK Post BILLs.) 

SHARE.—(See Company.) 

SHARE CAPITAL.—(See Company.) 
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SHARE CERTIFICATE.—A document issued by Limited 
Companies to their shareholders, showing that the person 
named therein is the holder of so many shares in the Company 
and specifying the amounts paid up thereon. (See also 
under COMPANY.) 


Example.— 


RETROP MANUFACTURING COMPANY, LIMITED. 
(Incorporated under the Companies Acts, 1908 to 1917.) 


CAPITAL £200,000. 


100,000 ORDINARY SHARES OF {1 EACH. 
100,000 6% PREFERENCE SHARES OF {1 EACH. 


SHARE CERTIFICATE. 


CN ae NN eS SENS eee eno ee ne 
is the Registered Proprietor of________ 6% Preference Shares of 
fl veach, “numbered. )— 5-5 _inclusive in the RETROP 
MANUFACTURING ComMPANyY, LIMITED, subject to the provisions of the 
Memorandum and Articles of Association of the Company, and that 
there has been paid in respect of each of the said Shares, the sum of 


Secretary. 


No Transfer of the above Shares can be made without the production 
of this Certificate. 


A Share Certificate, even though a document under seal, 
requires no stamp; but a “scrip” certificate entitling a 
person to become the proprietor of shares requires an im- 
pressed twopenny stamp. Share Certificates are often made 
up in book form like cheques, and perforated ; so that each 
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REGISTER OF MEMBERS or SHARE LEDGER. ; 


OccUPATION_.._Merchant_-=----_-=_ 
DATE ENTERED AS A MEMBER__ Jan. 12th__.____ 


DATE CEASED TO BE A MEMBER Joi 222) —_ 22 228 


CASH ACCOUNT. 


Dr. Cr. 
Amount || Total Total 
Date. Particulars, .|| calledup |} Amount | Date. | Particulars. | 5 || Amount 
2 per called 3 || Paid up. 
O|| Share up. em 
em 
Jan. 12 | To Application Jan. 2] By Cash.. 18|15 
Ale sry 2] 6|| x18\r5 “Chede), Wi ale Doe 18/15 
» 12] ,, Allotment A/c 2] 6} x18\r5 Mare 16), 5) ies 37|10 
Mar. 12] ,, First Call A/c 5] ol] 37]10 


SHARE ACCOUNT. 


Shares Acquired, Shares Transferred. Balance. 


ss - Pisenetive Distinctive 
0.0 os. No. of Nos. No. of 
Date. | Fol. eitaraa? Date. | Fol. Shares: Date. Shaved: 
From. | To. From.| To. 
i 
Jan. 12 150 | 1,201 | 1,350 }] Apr. 3 50 | 1,201 | 1,250 
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Certificate issued has its corresponding counterfoil on which 
short particulars may be entered for reference. 

SHARE LEDGER.—(See SHARE REGISTER.) 

SHARE PREMIUM.—This is a profit to the Company, 
and, as it forms no part of the Company’s capital, a separate 
account is opened for it. Being a capital profit, it is not 
usually taken to Profit and Loss Account as available for 
dividend, though unless the Articles forbid such a practice, 
there is nothing to prevent it being so dealt with. Generally 
speaking, however, it is used to write down the value of 
fictitious assets such as Goodwill, or to write off Preliminary 
Expenses. In some cases it is transferred to the Reserve 
Fund or Account. 

SHARE REGISTER.—The Register of Members or Share 
Ledger which a Limited Company is compelled, by the 
C.C.A., 1908, to keep. For Example with specimen entries, 
see page 694. (See also under COMPANY.) 

SHARES, KINDS OF.—(See Company.) 

SHARE TRANSFER.—(See TRANSFER.) 

SHARE WARRANT.—This is a document, under the seal of 
the Company, which entitles the holder of it to the Shares or 
Stock specified therein. Inasmuch as it is transferable 
by mere delivery, this makes it a very convenient instru- 
ment, particularly in the case of companies having foreign 
shareholders. It is subject to a stamp duty of 30s. per cent. 
on the nominal value. For specimen see page 697. 

Issue of Share Warrants to Bearer.—By Section 37, C.C.A., 
1908, a company limited by shares, if so authorised by its 
-articles, may, with respect to any fully paid-up shares, or to 
stock, issue under its common seal a warrant stating that 
the bearer of the warrant is entitled to the shares or stock 
specified therein, and may provide, by coupons or otherwise, 
for the payment of the future dividends on the shares or stock 
included in the warrant, termed in the Act a “‘ share warrant.” 
The shares or stock may be transferred by delivery of the 
warrant. On the issue of a share warrant, the company 
must strike out of its Register of Members the name of the 
member then entered therein as holding the shares or stock 
specified in the warrant as if he had ceased to be a member, 
and must enter in the Register the following particulars— 

(1) The fact of the issue of the warrant. 

(2) A statement of the shares or stock included in the 
warrant, distinguishing each share by its number ; and 
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(3) The date of the issue of the warrant. 
The bearer of a share warrant is, subject to the articles of the 
company, entitled, on surrendering it for cancellation, to 
have his name entered as a member in the Register of 
Members. The date of such surrender must also be entered 
in the Register as if it were the date at which a person ceased 
to be a member. 


RETROP MANUFACTURING COMPANY, LIMITED. 
Incorporated under the Companies Acts, 1908 to 1917. 


CAPITAL £200,000. 


100,000 ORDINARY SHARES OF {1 EACH. 
100,000 6% PREFERENCE SHARES OF {1 EACH. 


SHARE WARRANT. 


THIS IS TO CERTIFY that the Bearer of this Warrant is the proprietor 
9) erent i Rs fully paid-up 6 % Preference Shares of £1 each, numbered 
pANy, LIMITED, subject to the provisions of the Memorandum and 
Articles of Association of the Company. 


Secretary. 


=I 


SHARE WARRANT REGISTER.—A register giving par- 
ticulars of the Share Warrants which have been issued by the 
Company. See specimen on page 6/6, _ 

SHIP.—The property in a British ship is, by an old law, 
divided into sixty-four equal parts or shares. 

SHORT BILLS.—(See BILL oF EXCHANGE.) 

SHORT EXCHANGE.—Drafts or cheques payable at sight 
or within a day or two. ; 

SHORT LOANS.—Advances made for short periods at a 
fixed rate of interest. 

SHORT WORKINGS.—(See ROYALTIES.) 
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SHORTS.—(See ROYALTIES.) 

SHRINKAGE.—Loss of quantity or weight through goods 
being bought in bulk and afterwards issued in small quantities 
at a time. 

SHUT FOR DIVIDEND.—An expression used when the 
transfer books of banks and joint-stock companies are closed 
to enable dividend warrants to be prepared and issued. 

SIGHT BILLS OR DRAFTS.—(See BILL OF EXCHANGE.) 

SIGNATORIES TO MEMORANDUM OF ASSOCIATION. 
—(See COMPANY.) 

SINGLE ACCOUNT SYSTEM.—(See under DovuBLE 
ACCOUNT SYSTEM.) 

SINGLE COST ACCOUNTS.—(See Cost Accounts.) 

SINGLE ENTRY.—A method of book-keeping under which 
only personal accounts are kept. The information given 
by the books is thus limited to the Debtors and Creditors. 

Pure single entry, however, is seldom met with in actual 
practice, the system obtaining being frequently an incongruous 
mixture of no entry, single entry, and double entry. Pur- 
chases and Sales Books, Returns Books, Bill Books, etc., are 
often kept. A Cash Book is an absolute necessity ; and when- 
ever cash is received or paid, and such item is posted to the 
personal account concerned in the Ledger, there is, of course, 
an instance of double-entry book-keeping. 

Disadvantages of Single Entry.—These may be set down as 
follows— 

(1) Incompleteness of the record. Every transaction 
affects two accounts, which may be either personal or imper- 
sonal. Hence, if only personal accounts are kept, the record 
of the business transactions is necessarily incomplete. 

(2) Lack of information concerning the Assets. As no real 
or property accounts are kept, there is a dearth of information 
respecting the assets or property of the business. 

(3) Lack of information with respect to Gains and Losses. 
As nominal accounts are not kept, there is a total absence of 
information regarding the various gains and losses of the 
business. No details are therefore available for comparison 
of past and present periods. It is also impossible to trace 
the source of any decrease of profit or of any loss, with a view 
to checking it in future. 

(4) Final Results unreliable. As there is no record of 
assets, some may be omitted from the Statement of Affairs, 
while the values placed upon the others must, in the nature 
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of things, be very unreliable. And any error in these vitiates, 
of course, the whole statement. Further, owing to the one- 
sided posting, even the arithmetical accuracy of the books 
cannot be verified, as it is quite impossible for a Trial Balance 
to be prepared from the books themselves. 

Profit and Loss by Single Entry.—Under Single Entry, 
profit or loss is taken to be the difference between the capital 
at start and the capital at finish of each trading period, after 
allowing for additions or withdrawals of Capital, Salaries 
not drawn out in cash, Drawings on account of profits, and 
Interest on capital. Capital in each case is the excess of 
assets over liabilities, a Statement of Affairs being made out 
in order to ascertain the amount. If the final capital is 
greater than the original capital, the balance is gain; if the 
capital at finish is less than the capital at commencement, the 
difference is a loss. There is, of course, no proof of this. 

Example.—Light and Darke are equal partners in a business 
in which the books are kept by Single Entry. The position 
of affairs on 1 Jan., 19.., was as follows— 


STATEMENT OF AFFAIRS, IST JAN., 19... 


Liabilities, Assets, 
Bills Payable .. ae 757| 3| 6 Plant and Machinery a0 8,560|12| 6 
Sundry Creditors .. 30 2,785|14| 3 Fixtures and Fittings we 360} 2| 8 
Capital A/cs— Stock ae ae 3,675/15] 4 
Light os ae ue 7,707|10| 6 Sundry Debtors ee a 5423/12] 5 
Darke ree rh mA 7,707|t0| 6 Bills Receivable .. ae 576| 3| 7 
Cash in hand oe oe 35| 11 9 
Cash at Bank oe os 326/10] 6 
18,957/18| 9 18,957|18| 9 


On the 31st Dec., 19.., the following figures were agreed 
upon by the partners— 


Hh I Cals 
Stock bs AE HI Popa aye) 7 
Debtors on Ga) RAS 4) its} 
Creditors .. 1 2;0 16) 140 
Bills Receivable .. 652, 8:79 
Bills Payable ite 5626 4 10 
Cash in hand on AT oe S 
Cash at Bank as 473 13 9 


Each partner had drawn £500. It was decided to allow 5 per cent 
interest on Capital, and to depreciate Plant and Fixtures by 10 per cent. 
Draw up the final accounts. 
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STATEMENT OF PROFIT AND LOSS, 31ST DECc., 19.. 


Creditors .. 
Bills Payable 
Balance (final Capital) cfd 


Capital, rst Jan. .. 
Interest thereon to 3st 


Dec.— 
Light | ea BOS TiO, 
-. £385 7 6 


Darke 
Balance (Net Profit)— 


Light, 4 £537 16 
Darke, 4 £537 16 1 


wn 


2,516] 3 
526] 4 
16,261] 8 


770 


ro 
Io 
2 


Plant and 
Machinery £8,560 12 6 
Less 
Depreciation 856 1 3 
Furniture and 
Fixtures 
Less 
Depreciation 36 0 3 


Stock Sx ae 


£360 2 8 


Debtors ae as y ; 
Bills Receivable .. me 


Cash in hand 


Cash at Bank : ; : : 


Balance (Capital) b/d < 

Drawings— 
Light se 
Darke oe 


«. £500 
+» £500 


The above is sometimes prepared as follows— 


7,704) 


16,261| 8 


17,261] 8 


STATEMENT OF PROFIT AND LOSS, 31ST DEc., 19.. 


a 
N 
fetes 
° ONO Onn 


n 


n 


Sundry Liabilities as above 
Capital, rst Jan.— 
Light £7,707 10 6 
Darke £7,707 10 6 


Balance (Profit) c/d 


Interest on Capital— 


Light - £385 7 6 
Darke . £385 7 6 
Balance (Net Profit)— 
Light vereea7 tO. = 
Darke . £537 16° 2 


ao 


3,042 


ix} 

° 

& 

° 

ola 
Lalan 


770 


1,075|12 


1,846] 7 


<a 


lel 


Sundry Assets as above .. 


Drawings— 
Light wie +. £500 
Darke ae ». £500 


Balance (Profit) b/d ar 
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Conversion of Books from Single Entry to Double Entry.— 
The Statement of Affairs at the commencement of the trading 
period must be verified and then journalised. If no such 
Statement exists, one must be drawn up. The Cash and Bank 
balances must be ascertained, also the value of Stock. Lists 
of Debtors and Creditors and Bills Receivable and Payable 
must be prepared, due allowance being made for Bad Debts 
and Discounts. Furniture and Fixtures, Plant and Machinery, 
and any other assets at this date would require to be valued. 
Accruing expenses, such as Rent, etc., would have to be taken 
into account. The difference between the Assets and Lia- 
bilities would be entered on the Statement as the initial 
Capital. The Statement would then be copied into the 
Journal, the assets being debited and the liabilities credited. 
The opening entries, other than the Debtors and Creditors 
which are already posted, could then be entered in their proper 
Ledgers. The next task would be to write up the double- 
entry for the period. Add the Purchases Book, analyse the 
total, and post the summaries to Purchases Account, Plant 
Account, Fixtures Account, Expenses Account, etc. Add 
the Sales Book and post the total to a Sales Account. Add 
the Returns Books and post the total to proper Returns 
Accounts. If subsidiary books have not been kept (which is 
very probable) the above information could only be obtained 
by analysing and tabulating the items on each side of the 
ledger accounts. Take the Cash Book and post up the imper- 
sonal accounts, Cash Purchases and Sales, Purchase and Sale 
of any assets, Rent, Wages, Salaries, and other expenses, 
and the totals of the Discount columns to Discount Accounts. 
Add the Bill Books and post the totals to Bills Receivable 
and Bills Payable Accounts respectively. Journalise to their 
proper impersonal accounts any one-sided entries found in 
the Ledgers, such as Bad Debts written off, overcharges, or 
allowances, dishonoured bills, interest, etc. The books would 
then be on a double-entry basis, and a Trial Balance could be 
extracted to prove the correctness of the work. 

SINKING FUND.—A Sinking Fund is either a charge 
against profits to provide for a wasting asset such as Lease, 
Plant and Machinery, etc., or an appropriation of profits to 
repay some known liability such as Debentures. In each 
case, however, there is a corresponding amount of cash 
invested, in order that the Sinking Fund may be immediately 
available when required, namely by realising the Investments. 
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Examples of a Sinking Fund to replace a wasting asset will 
be found under DEPRECIATION. Examples of a Sinking 
Fund to repay a liability are given under REDEMPTION OF 
DEBENTURES. The difference between the two should be 
carefully noted. In the former case, the accumulated profits 
are transferred to the Asset Account in order to close it ; 
in the latter case the accumulated profits are transferred to a 
special Reserve Fund or Account. 

SINKING FUND INVESTMENTS.—(See DEPRECIATION 
and REDEMPTION OF DEBENTURES.) 

SINKING FUND TABLES.—(See DEPRECIATION.) 

Ps SINKING FUND v. RESERVE FUND.—(See RESERVE 
UND.) 

SLEEPING RENT.—(See RoyALties [MINERAL].) 

SOLD LEDGER.—Another name for Sales Ledger. 

SOLD LEDGER ADJUSTMENT ACCOUNT.—(See Apjust- 
MENT ACCOUNT and SELF-BALANCING LEDGERS.) 

SOLVENT.—Able to pay one’s debts in full. A trader is 
said to be solvent by the amount of his net capital as shown 
on the Balance Sheet. 

SPECIAL INDORSEMENT.—(See BILL OF EXCHANGE.) 

SPECIFIC LEGACY.—(See Lrcacy.) 

SPLITS.—Shares converted into stock of two denominations 
(See DouBLE AccouUNT SYSTEM.) 

SPOTTING ERRORS.—Glancing through books of account 
in order to find mistakes, and thus avoid the trouble of checking 
or calling over the work. 

STALE CHEQUE.—(See CHEQUE.) 

STAMP DUTIES ON BILLS.—(See BILL oF EXCHANGE.) 

STATEMENT OF ACCOUNT.—An account rendered 
monthly or quarterly, giving merely the date and amount 
of each dispatch of goods, and, after deducting any cash 
payments, returns, etc., showing the total amount due at the 
date of the Statement. 

Example is shown on next page. 

When the parties concerned, as in the case of merchants, 
have contra accounts, that is, buy and sell to and from each 
other, the Statement is made out in Dr. and Cr. form like an 
Account Current, except that no interest is charged. 

STATEMENT OF AFFAIRS.—The statement of assets and 
liabilities drawn up in Single Entry book-keeping. The term 
‘Balance Sheet,” strictly speaking, should only be applied 
to final statements prepared from books kept by double entry. 
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STATEMENT. 


744 Straley St., 
London, W.C. 
Mr. Henry Dodd Ist. Julys 19... 


Dra rco, 
J. BLACK. &=3CQ.,. LTD. 
DRAPERS AND OUTFITTERS. 


June 1 | To Goods as a 50 | 17 8 
LS siaessal b Atemesre af a 61 | 5 
VAs a re ae fe Ae 120 | 10 
DOM Maeet sets) ae ad a TD Vets 9 
308 8 5 
June 10 | By Cash on Afc.. ol eelOO 
15 | ,, Returns re: ne 5-| 10 6 105 | 10 6 
Al 2020) 17 ot 


STATEMENT OF AFFAIRS (BANKRUPTCY).—The state- 
ment of an insolvent debtor’s assets and liabilities, prepared 
for submission to the official receiver and creditors. Par- 
ticulars are given, in an inner column, of all secured debts 
and of the securities in connection with them. The assets 
available for the general creditors are estimated at their 
realisable value and placed on one side of the statement ; 
the liabilities to be paid out of these assets are placed on the 
other side. The excess of the liabilities over the assets then 
shows the estimated deficiency. 

Difference between a Statement of Affairs and a Balance 
Sheet.—There are four principal differences— 

(1) On the assets side a Balance Sheet shows the whole 
of the assets ; a Statement of Affairs shows only those “ free ” 
assets which are available for the general creditors, assets 
mortgaged or pledged as security for debts being shown 
underneath the debt. 

(2) A Balance Sheet shows only the book value of the 
assets; a Statement of Affairs shows their realisable value 
as well. 

(3) In a Balance Sheet the preferential creditors are 
included in the total of the liabilities; in a Statement of 
Affairs they are deducted from the assets. 
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(4) A Balance Sheet shows a trader’s capital, profit or loss, 
and drawings ; these are excluded from a Statement of Affairs. 

Bankruptcy Laws and Their Object.—Until the passing of 
the Bankruptcy Act, 1914, the laws which governed bank- 
ruptcy proceedings were the Bankruptcy Acts, 1883 and 
1890, together with the Preferential Payments in Bankruptcy 
Act, 1888, and the Bankruptcy and Deeds of Arrangement 
Act, 1913. The 1914 Act consolidated the bankruptcy law, 
the object of which is to extricate a debtor who has become 
hopelessly involved in financial difficulties, by distributing 
his estate equitably among his creditors, and releasing him 
from all further liability in respect of his past debts. 

Courts of Bankruptcy.—Proceedings must be taken in the 
County Court of the district in which the debtor has resided 
or carried on business for the longest period during the six 
months preceding the bankruptcy. The county court must 
be one which has had bankruptcy jurisdiction conferred 
uponit. If the debtor is resident in the metropolitan district, 
or abroad, or if his residence is unknown, then proceedings 
may be taken in the High Court. The Board of Trade has 
important powers in controlling and supervising bankruptcy 
proceedings. 

Persons who may be made Bankrupt.—Any person who has 
the capacity to contract may be made bankrupt. An infant 
cannot be made bankrupt. By the Bankruptcy Act of 1914, 
a married woman can be made bankrupt as regards her 
separate estate, whether or not she is carrying on business 
apart from her husband. Companies registered under the 
Companies Acts, 1908 to 1917, cannot be made bankrupt ; 
they must be wound up. A deceased debtor cannot be made 
bankrupt, but his estate may be administered in bankruptcy. 

Acts of Bankruptcy.—A petition cannot be presented by a 
creditor unless an act of bankruptcy has been committed. 
These are specified under Acts oF BANKRUPTCY, to which 
the student should refer. 

Petition.—Bankruptcy proceedings are commenced by the 
presentation of a petition for a Receiving Order to be made 
against the debtor. A petition may be made by the debtor 
himself. It may also be made by any creditor under the 
following conditions— 

(1) The debt due to him (or to two or more creditors, if the 
petition is made jointly) must amount to at least £50. 

(2) The debt must be an ascertained or liquidated sum 
payable immediately or at a future certain date. 
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(3) The Act of Bankruptcy relied on must have been com- 
mitted within three months previous to the presentation of 
the petition. 

(4) The debtor must be a person who is liable to be made 
bankrupt by the law of England. 

If the debtor is the petitioner, the court will make the 
Order at once, unless it is merely an attempt on his part to 
evade a committal order. If the petition is made by a creditor, 
a copy must be served on the debtor, and eight days after 
such service the Court will hear the petition. It may then 
either make the Receiving Order or dismiss the petition as it 
thinks fit. Whoever presents the petition must pay the stamp 
duty of £5, and make the deposit of £5 and fees required by 
the Bankruptcy Rules. 

Receiving Order.—If the court is satisfied as to the alleged 
act or acts of bankruptcy on the part of the debtor, it will 
forthwith make a Receiving Order against him, and this fact 
will be duly advertised in the Gazette. The effect of the 
Receiving Order is to constitute the Official Receiver the 
receiver of the debtor’s property, and to stay any proceedings 
against the debtor by the unsecured creditors. 

Statement of Affairs—The Statement must be submitted 
within three days of the Receiving Order if made on the 
debtor’s petition, or within seven days if made on a creditor’s 
petition. It must also be prepared on the official forms. 

Official Forms.—On pages 707-713 are reduced facsimiles 
of the prescribed forms: Lists A-K, List L, and Front 
Sheet. Each list has to be signed by the debtor and dated, 
thus— 


DIPDAEING: vis ads woh we aire cel eee 
aber hc take te nentok age 19 eas 


List ‘‘A ’’—Unsecured Creditors.—This includes all cash 
and trade creditors who have merely a claim upon the general 
assets of the estate. Creditors on Promissory Notes and Bills 
Payable are unsecured creditors, as these documents are not 
documents of title. The balances of debts which exceed the 
preferential limit (rent, wages, salaries, etc., as per Lists F 
and G) are also shown on this list. The printed form contains 
notes ve treatment of contra accounts and ve giving of 
particulars of any bills of exchange held by creditors. 

List ““B ’’—Fully Secured Creditors.—This includes those 
creditors who hold some security for their debts, such as a 
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In the High Court of Justice. 
In BaNKRUPTCY. 


No. 


[STA 


of 19 ‘ 


Re 
N.B.—You are required to fill up carefully and accurately this sheet, and the several sheets A, B, 
C, D, E, F, G, H, I, J, and K, showing the state of your affairs on the day’ on yee the Receiving Order 


was made’ against you, viz. - the 


day of 


Such sheets when filled up ‘will constitute your statement of affairs and must ‘Gs verified by oath or 


declaration. 
STATEMENT OF AFFAIRS. 
At 19 , date of Receiving Order. 
x Esti- 
sated Liabilities Pe a Assets mated 
ne (as stated and estimated by Rank ee stated and estimated by to pro- 
s Debtor). Debtor). duce 
Os Gh. £s.d fs. d 


Unsecured creditors as per list (A) 
£\s.Jd 


Creditors fully secured as 
per list (B) 


Estimated value of 

securities = he 
Surplus .. oie a 
Less amount thereof 


carried to sheet (C) .. 


thereof to 


ee 


Balance 
contra 


Creditors partly secured 
as per list (C) 

Less estimated value of 
securities 


oe oe 


Liabilities on Bills discounted other 
than Debtor’s own acceptances 
for value as per list (D), viz.— 

| On accommodation bills 


as Drawer, Acceptor, 

or Indorser .. Poy 
On other bills as Drawer 

or Indorser .. Ser Seamnss 


Of which it is expected will 
rank against the estate for 
dividend 66 Ae 

Contingent or other lia- 
bilities as per list (E)£ ,, ,, 


Of which it is expected will 
rank against the estate for 
dividend 


£ \s.|d. 
Creditors for rent, etc., 
recoverable by distress 
as per list (F) 70. 
Creditors for rates, taxes, 
wages, etc., payable in 
full as per list (G) 
Sheriff’s charges payable 
under Sec. 11 of the 
Bankruptcy Act, 1590, 
estimated at .. 5 


£ 
Deducted contra oll 


I 
in the County of 


and the several lists hereunto annexed, marked A, B, C, D, E, F, G, H, 1, 


Property as per list (H), viz.— 

(a) Cash at banker’s “ 

(0) Cash in hand 

(c) Cash deposited with ‘Solicitor 
for costs of petition an 

(d) Stock-in-Trade (cost £ ) 

(e) Machinery .. 

(f) Trade Fixtures, Fittings, Uten- 
SUS etc pe o° 

(g) Farming Stock 6 

(A) Growing Crops and | Tenant 


Right os 
(i) Furniture an we =e 
(j) Life Policies .. ee 


(A) Other Property, viz.— 


Total as per list ae 


Book debts, as per} list th), viz. 
Good 


oe Wg d. 
Doubtful .. O86 
Bad ee oe 
Estimated to produce .. ee 


Bills of exchange or other 
similar securities as per 
list (J) -. 

Estimated to produce. . 
Surplus from securities in the 
hands of creditors fully secured 
(per contra) a ne 


9» 


f 


Deduct creditors for distrainable 
rent, and for preferential rates, 

taxes, wages, Sheriff’s Charges, 
etc. (per contra) . Z 


f 


Deficiency explained in statement 
list (K) be 66 


£ 


of 


make oath and say that the above statement 


J, and K, are, to the best of my 


knowledge and belief, a full, true, and complete statement of my affairs on the date of the above-mentioned 


Receiving Order made against me. 


Sworn at 
in the County of 
this day of 19 


Before me 


(Signature) 
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mortgage, charge, or lien upon any property of the debtor. 
A creditor under a hire-purchase agreement counts as a 
secured creditor, as he can demand the return of the goods. 
The holder of an absolute Bill of Sale is also a secured 
creditor as regards the chattels mentioned therein. Goods 
sent on approval or on sale or return remain the property of 
the owner, and do not form part of the bankrupt’s estate. 
A banker is also a secured creditor in respect of an over- 
draft, inasmuch as he has a lien on the securities in his 
possession, unless they have been deposited with him merely 
for safe custody. A creditor may realise his security and 
prove for the balance of his debt (if any), or he may surrender 
his security and prove for the whole of the debt. If, however, 
the security in the creditor’s possession realises more than the 
amount of the debt, the creditor must hand back the balance 
for the benefit of the general creditors. Any estimated surplus 
must be shown on the assets side of the Statement of Affairs. 
It must be remembered that with mortgage securities, interest 
will be payable up to date; for a mortgage is not a first 
charge in respect of principal and a second charge in respect 
of interest, but a joint charge in respect of both. Where there 
are first, second, or third charges on the same property in 
respect of different debts, the surplus from the first debt will 
be carried forward to the second, and so on. 

List ‘‘C ’’—Creditors Partly Secured.—These are creditors 
who have a charge on some part of the debtor’s property 
which, when realised, will pay only a portion of the debt, 
the balance of which must, therefore, rank against the estate 
for dividend. On the Statement, the value of the security 
is deducted from the amount of the debt and only the balance 
extended. 

List ‘“‘D ’’—Liabilities of Debtor on Bills Discounted other 
than his own Acceptances for Value.—The debtor’s own accept- 
ances for value, #.é., his ordinary Bills Payable, will be included 
in List “ A.” The debtor must give particulars on List “D” 
of all unmatured Bills of Exchange to which he is a party 
either as drawer or indorser. Although the acceptor of a Bill 
is the person primarily liable for payment, yet, if he makes 
default, the liability attaches to every indorser and also to 
the drawer. All unmatured Bills Receivable discounted with 
bankers or bill brokers, or indorsed on to creditors, must, 
therefore, be entered in this list; but only those which the 
acceptor is. expected to dishonour will be shown on 
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the Statement, as liabilities of the estate ranking for 
dividend. 

Accommodation Bills must also be shown on this List, but 
in a separate column. On these bills the debtor may be liable 
not only as drawer or indorser, but also as accommodation 
acceptor. He is not liable to the drawer unless he has received 
anything for himself, but he is liable to any third party who 
is a holder for value. Where the debtor is the acceptor, such 
bills should be extended as liabilities of the estate. Where, 
however, he is liable merely as drawer or indorser, only those 
bills expected to be dishonoured should be shown as ranking 
against the estate for dividend. 

List ‘‘E ’’—Contingent or Other Liabilities ——On this list 
must be entered all liabilities as surety or guarantee for others, 
the balances of shares not fully called up, in respect of any 
uncompleted contracts or a repairing lease, etc., loans for 
business purposes from debtor’s wife, loans carrying by way 
of interest a share of profits, etc. 

List ‘“‘F ’’—Creditors for Rent, etc., Recoverable by 
Distress.—If the landlord distrains within three months before 
the date of the Receiving Order, he can be called upon to 
pay the preferential creditors out of the proceeds, becoming a 
preferential creditor himself for any loss he thereby sustains. 
As against the other creditors, he can distrain for the whole 
of the rent due to him. If he distrains after the commence- 
ment of the bankruptcy, he is entitled only to s¢x months’ 
rent, the balance ranking for dividend. 

Gas, Water, and Electric Light Corporations often have 
power of distraint in respect of their particular charges, and 
would also appear on this list. 

List ‘‘G ’’—Preferential Creditors for Rates, Taxes, and 


Wages.—These are regulated by certain Acts of Parliament, 
as follows— 
(1) Bankruptcy Act, 1914. 

a) All parochial and other local rates due from the bankrupt, at 
the date of the receiving order, and having become due and payable 
within twelve months next before that time, and all assessed taxes, 
land tax and property or income tax assessed on the bankrupt up 
to the fifth day of April next before the date of the receiving order, 
and not exceeding in the whole one year’s assessment. 

(6) All wages or salary of any clerk or servant in respect of services 
rendered to the bankrupt during four months before the date of the 
receiving order, not exceeding £50; and 

(c) All wages of any labourer or workman not exceeding £25, 
whether payable for time or for piecework, in respect of services 
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rendered to the bankrupt, during two months before the date of the 
receiving order; Provided that where any labourer in husbandry 
has entered into a contract for the payment of a portion of his wages 
in a lump sum, at the end of the year of hiring, he shall have priority 
in respect of the whole of such sum ora part thereof as the Court may 
decide to be due under the contract proportionate to the time of 
service up to the date of the receiving order. 

The above debts rank equally among themselves, and are payable 
in full, unless the assets of the bankrupt are insufficient to meet them, in 
which case they abate in equal proportions among themselves. Subject 
to the retention of such sums as may be necessary for the costs of 
administration or otherwise, the above debts must be discharged 
forthwith, so far as the property of the debtor is sufficient to do so. 

Under this Act also, the funeral and testamentary expenses of a 
deceased insolven are payable in full out of the debtor’s estate in 
priority to all other debts. 

The claim of an apprentice or articled clerk of a bankrupt for the 
unexpired portio of his premium is a preferential debt. (Sec. 39.) 

(2) Friendly Societies Act, 1896, Section 35. By this Act a friendly 
society has a prior Claim for money received on its behalf by a bankrupt 
official of the society. 

(3) Workmen’s Compensation Act, 1906, Section 5 (3). Compensa- 
tion awarded under this Act to any workmen is preferential to the 
extent of £100 in each individual case, if the employer goes bankrupt 
and is not covered by insurance. If the award is covered by insurance 
the employer’s rights against the insurers are transferred to the work- 
man, who may sue the Insurance Company for the amount of his 
award (Section 1). 

(4) National Insurance Act, r911. All contributions payable by the 
bankrupt in respect of employed workmen in an insured trade during 
the four months before the date of the Receiving Order are to be 
treated as preferential payments. 

(5) Savings Bank Act, 1891, Section 13. The Savings Bank has a 
prior claim tor moneys received on its behalf by a bankrupt official of 
the savings bank. 


List “‘H ’’—Property.—On this list must be entered all the 
debtor’s belongings in the shape of goods, money, real and 
personal property wherever situated. The printed list sets 
out the details required. Only those assets should be included 
here which are absolutely unfettered. Where assets are pledged 
or mortgaged as security for debts or loans, the assets appear 
under such debt or loan as “ Value of Security” on the 
liabilities side, and no¢ on the assets side. Surrender value 
of life policy must be shown, if the policy is in the debtor’s 
own name. Under Other Property are included reversionary 
interests, leases, stocks, shares, jewellery, and, in the case of 
the bankruptcy of a firm, surplus (if any) from partners 
separate estates. 

Property Retained by Bankrupt.—By the Bankruptcy Act, 
1914, the property of the bankrupt divisible amongst his 
creditors does not comprise the following— 
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(1) Property held by the bankrupt on trust for any other person; 

(2) The tools (if any) of his trade, and the necessary wearing apparel 
and bedding of himself, his wife and children, to a value inclusive of 
tools and apparel and bedding, not exceeding £20 in the whole. 

List “I ’’—Debts due to the Estate.—As can be seen from 
the printed form, the debts have to be classified into good, 
doubtful, and bad. The doubtful debts have to be estimated, 
and the estimated value treated as an asset in the Statement. 
The prescribed form contains a note ve the treatment of 
contra accounts (if any). 

List “‘ J ’’—Bills of Exchange, Promissory Notes, etc., Avail- 
able as Assets.—Particulars must be furnished in this list as 
to all bills, notes, etc., held by the debtor ; they are, of course, 
handed over to the Official Receiver immediately the Receiving 
Order is made. 

List “‘ K ’’—Deficiency Account.—The object of this form is 

to explain the deficiency as shown in the Statement of Affairs, 
1.é., to show how it has been brought about. Starting from a 
given date—at least twelve months before the Receiving 
Order—the initial capital (if any) should be shown on the one 
side, and all subsequent trading profits, also the surrender 
value of Life Policy; on the other side should be detailed 
trading losses, losses by bad debts, and all expenses or losses 
other than trade expenses, viz., household expenses of self, 
wife, and children ; medical attendance ; gambling or Stock 
Exchange losses ; damages and costs in actions at law; loss 
through dishonoured bills or accommodation bills expected to 
rank; and the estimated losses on realisation. The balance 
of this account must agree with the balance (surplus or 
deficiency) shown by the Statement of Affairs. 
- Note on Examination Work.—Profits and losses are often 
given after charging interest on capital. In such cases the 
profits and losses must be adjusted in order to eliminate this 
interest from the Deficiency Account ; thus, the profits must 
be increased and the losses decreased by the amount of such 
interest ; sometimes a small loss will be converted into a 
profit by this means. With Partners’ Salaries, when credited 
to capital, the profits and losses must also be treated in a 
similar manner, in order to avoid having to show the salaries 
in the Deficiency Account as having increased the capital. 
Where the salaries have been drawn out in cash, such salaries 
will not have affected the capital, and the profits or losses will 
not, therefore, require adjustment. 

List “‘L ’’—In Substitution for such of the Sheets Named 


717 


STA] DICTIONARY OF BOOK-KEEPING [STA 


A to J as will have to be Returned Blank.—The object of this 
List is to avoid having, in the case of small bankruptcies, to 
file a number of blank forms. The debtor fills in the letter of 
each form and writes the word “nil” opposite to the forms 
which he returns blank. 

Front Sheet.—The totals of the various lists have toe be 
transferred or carried forward to the ‘‘front sheet” or summary. 
This requires a 2s. bankruptcy stamp. The assets are entered 
as per the lists ““H,”’ “I,” and “J,” “H” being copied in detail ; 
then follows the surplus (if any) from securities in the hands 
of fully-secured creditors ; and the addition of these four gives 
the total of the gross assets. The liabilities are entered up 
from the Lists A to E, and the proper amounts extended into 
the column headed “‘ Expected to Rank.” The liabilities as 
per Lists F and G, and the sheriff’s charges (if any), are then 
entered, but only in the inner column, added up, and the 
total deducted from the total of the gross assets on the 
opposite side. The balance gives the total of the net assets, 
and this total subtracted from the total of the liabilities 
ranking for dividend shows the deficiency, which must agree 
with the deficiency shown in List “ K.” 

Meetings of Creditors——The Creditors meet to discuss the 
Statement of Affairs submitted by the debtor, together with 
the Official Receiver’s observations on it. They may resolve— 

(1) To accept a composition in satisfaction of their debts. 
(See COMPOSITION.) 

(2) To agree to a scheme for the arrangement of the debtor’s 
affairs. (See DEED OF ARRANGEMENT.) 

(3) That the debtor shall be adjudged bankrupt; that 
a trustee be appointed to administer the estate; that a 
committee of inspection be appointed to assist the trustee. 

In each case the consent of the Court is necessary. And 
if either of the first two courses is approved, the Receiving 
Order is rescinded. In the last case the debtor is adjudged 
bankrupt by the Court and notice thereof advertised in the 
Gazette. The debtor is then required to undergo a public 
examination. 

Public Examination.—The examination is held in open 
court as soon as possible after the debtor has furnished his 
Statement of Affairs, unless the Receiving Order has in the 
meantime been rescinded. Questions may be put to the 
debtor by either the Official Receiver or the creditors as to 
his conduct, his business affairs, and his property. 
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Discharge.—When the public examination is concluded, the 
debtor may apply to the court for an order of discharge. 
The court has power to grant it, refuse it, or to suspend it for 
a time, as it thinks fit, taking into consideration all the 
circumstances of the case. 

By the Bankruptcy Act, 1914, Section 26, the court must 
refuse the discharge if the debtor has committed any criminal 
offence against the bankruptcy laws. And it must suspend 
the order for two years at least in the following cases— 


(1) If the assets are insufficient to pay a dividend of 10s. in the £ on 
the unsecured liabilities, unless this is due to circumstances for which 
the debtor cannot justly be held responsible. 

(2) If proper books of account have not been kept within the three 
years preceding the bankruptcy. 

(3) If the bankrupt has continued to trade after knowing that he 
was insolvent. 

(4) If debts have been contracted with no reasonable prospect 
of being able to pay them. 

(5) If a loss or a deficiency of assets has not been satisfactorily 
accounted for. 

(6) If the insolvency has been brought about by rash and hazardous 
speculation, unjustifiable extravagance in living, gambling, or culpable 
neglect of business affairs. ; 

(7) Ifa creditor has been put to unnecessary expense by a frivolous 
or vexatious defence to an action properly brought against the bankrupt; 
or if the latter has incurred unjustifiable expense by bringing a frivolous 
or vexatious action. 

(8) Ifan undue preference has been given to any creditor within three 
months of the date of the receiving order. 

(9) If within three months of the receiving order liabilities have been 
incurred with a view to making the assets equal to 10s. in the £ on the 
unsecured liabilities. 

(10) If there has been previous bankruptcy proceedings against the 
_debtor, or if he has previously made a composition or arrangement 
with his creditors. 

(11) If the bankrupt has been guilty of any fraud. 


As soon, however, as the debtor has obtained his discharge, 
he is released from all debts provable in the bankruptcy, 
except— 

(1) Debts due to the Crown ; 

(2) Debts incurred through fraud, or through a fraudulent 


breach of trust ; 
(3) Judgment debts in an action for seduction, in affiliation 
proceedings, or in a matrimonial cause. 


Joint and Separate Estates.—Section 33 (6) enacts as follows— 


In the case of partners the joint estate shall be applicable in the 
first instance in payment of their joint debts, and the separate estate 
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of each partner shall be applicable in the first instance in payment of 
his separate debts. If there is a surplus of the separate estates it shall 
be dealt with as part of the joint estate. If there is a surplus of the 
joint estate it shall be dealt with as part of the respective separate 
estates in proportion to the right and interest of each partner in the 
joint estate. 


Where the joint and separate estates are quite inextricable, 
they may be treated as one. 
Small Bankruptcies.—By Section 129— 


When a petition is presented by or against a debtor, if the Court is 
satisfied by affidavit or otherwise, or the Official Receiver reports to the 
Court that the property of the debtor is not likely to exceed in value 
£300, the Court may make an order that the debtor’s estate shall be 
administered in a summary manner. 


To save expense and simplify procedure, the Official 
Receiver acts as trustee, and there is no committee of 
inspection. (See also ADMINISTRATION ORDER.) 

Annulment of Adjudication——The Court has power to annul 
any receiving order which has been made on improper grounds. 
Where a bankrupt subsequently makes a satisfactory arrange- 
ment with his creditors, or afterwards pays his debts in full, 
the Court may annul the bankruptcy. If this happens, the 
debtor is restored to his original position before the 
bankruptcy proceedings. 

Example.—From the following particulars prepare State- 
ment of Affairs of Messrs. Brown & Co., as at 3lst December, 
19,.— 


Plant and Machinery £35,000, expected to realise £30,000. 

Stock-in-trade £15,000, expected to produce £8,000. 

Patents £15,000, estimated to produce £5,000. 

Furniture and Fixtures £750, expected to realise £500. 

Cash in hand £20, Cash at bank £200. 

Bills Receivable £3,200, all good. 

Bills Payable £5,100. 

Loans £25,000, having a first charge on the Plant and Machinery. 

Liability for damages awarded to injured workman under the 
Workmen’s Compensation Act, 1906, £600, not covered by insurance. 

Creditors £35,000, £10,000 of which has a second charge on the 
Plant and Machinery. 

Rent owing | year £750, Rates and Taxes 1 year £100, Preferential! 
Wages and Salaries £120. 

Book Debts £12,700, Good £8,500 (subject to 5 % cash discount), 
Doubtful £3,000 (expected to produce 25 %), and the remainder Bad. 

Liabilities on Bills Discounted £2,500, of which £125 is expected to 
rank. 


How much in the £ does the estate show approximately ? 
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Example.—From the further particulars furnished by 
T. H. Brown (who traded as Brown & Co.) make out the 
Deficiency Account— 

Capital at commencement, £30,000. 

Net results of the Trading for the last five years, after charging 
Interest on Capital at the rate of £1,500 per annum— 

First two years, profits of £1,010 and £1,240 respectively. 

Last three years, losses of £7,200, £5,700, and £6,650 respectively. 

Brown’s private Drawings had been at the rate of £1,000 per annum. 
(See page 722.) 

STATEMENT IN FORM OF A BALANCE SHEET.—(See 
ANNUAL SUMMARY.) 

STATEMENT IN LIEU OF PROSPECTUS.—(See Company). 
Specimen on next page. 

STATIONERY.—(See PRINTING AND STATIONERY.) 

STATISTICAL BOOKS.—(See BooK-KEEPING.) 

STATUTE-BARRED DEBT.—A debt that cannot be 
recovered owing to the Statutes of Limitations. 

STATUTE OF FRAUDS.—A statute passed in 1678, which 
required certain contracts to be evidenced by writing, in order 
to prevent fraud and perjury. 

STATUTES OF DISTRIBUTION.—Various statutes by 
which the distribution of the personal property of a person 
dying intestate is regulated. Where the deceased has left a 
widow but no children, the widow is entitled to the whole of 
the real and personal estate, if under £500. If the estate is 
over £500, she has a first charge upon it to the extent of 
£500, and is further entitled to half the balance. Where the 
deceased has left a wife and children, one-third goes to the 
wife, and the rest to the children equally, or to their lineal 
descendants. As regards Real Estate, the wife, generally 
speaking, is entitled to a life interest of one-third. The 
numerous other cases can only be learnt by reference to the 
Intestates Estate Act, 1890. 

STATUTES OF LIMITATIONS.—Statutes fixing the limits 
within which actions may be brought. In the case of a simple 
contract, an action must be commenced within six years of 
the time when the cause of action arose, while twenty years 
are allowed for contracts under seal. An acknowledgment of 
the debt by part payment, or the payment of interest, or by 
a confession of the debt in writing signed by the debtor, is 
sufficient to nullify the statute and keep the debt alive. The 
time limit then begins to run from the date of the acknow- 
ledgment. Debts connected with land are statute-barred after 


twelve years, 
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aT SEe Eee A SEE ak ee ee COMPANY, LIMITED. 
STATEMENT IN LIEU OF PROSPECTUS. 
The nominal capital of the company.. onl eS 
Divided into -. | Shares of £ each, 
” ” 
” £ ” 

Names, descriptions, and addresses of direc- 
tors or proposed directors. 

Minimum subscription (if any) fixed by the 
memorandum or articles of association on 
which the company may proceed to 
allotment. 

Number and amount of shares and deben- | I. shares of £ ; fully paid. 
tures agreed to be issued as fully or partly | 2. shares upon which £ per share 
paid-up otherwise than in cash. credited as paid. 

The consideration for the intended issue of | 3. debenture £ 


such shares and debentures. 


4. Consideration. 


Names and addresses of (a) vendors of pro- 
perty purchased or acquired, or proposed 
to be (b) purchased or acquired by the 
company. 

Amount (in cash, shares, or debentures) 
payable to each separate vendor. 


Amount (if any) paid or payable (in cash or 
shares or debentures) for any such pro- 
perty, specifying amount (if any) paid or 
payable for goodwill. 


Amount (if ‘any) paid or payable as commis- 
sion for subscribing or agreeing to subscribe 

| or procuring or agreeing to procure sub- 
scriptions for any shares or debentures in 
the company, or 

Rate of the commission ee 


Estimated amount of preliminary expenses 


Total purchase price 
Cash 
Shares 
Debentures 


Goodwill. . 


oe oa 


WAAM, 


Amount paid. 
payable. 


Rate per cent. 


& 
Amount paid or intended to be paid to any | Name of promoter, 
promoter, Amount £- 
Consideration for the payment. Consideration— 


Dates of, and parties to, every material 
contract (other than contracts entered 
into in the ordinary course of the busines 
intended to be carried on by the company 
or entered into more than two years before 
the filing of this statement). 


Time and place at which such contracts or 
copies thereof may be inspected. 


Names and addresses of the auditors of the 
company (if any). 


ee 
————— SSeS 
ed 


Full particulars of the nature and extent of 
the interest of every director in the pro- 
motion of or in the property proposed to be 
acquired by the company, or where the 
interest of such a director consists in being 
a partner in a firm, the nature and extent 
of the interest of the firm, with a statement 
of all sums paid or agreed to be paid to him 
or to the firm in cash or shares, or other- 
wise, by any person either to induce him 
to become, or to qualify him as, a director, 
or otherwise for services rendered by him 
or by the firm in connection with the 
promotion or formation of the company. 


Whether the articles contain any provisions 


precluding holders of shares or debentures, 


receiving and inspecting Balance Sheets 
or reports of the auditors or other reports. 


Nature of the provisions, 


(Signatures of the persons above-named as 
directors or proposed directors, or of their 


agents authorised in writing.) 
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STATUTORY DECLARATION.—(See Company.) 

STATUTORY INCOME.—(See INcoME Tax.) 

STATUTORY REPORT.—(See Company.) 

STERLING.—Standard English money, in contradistinction 
to the money of other nations. 

STET.—A Latin term signifying “let it stand.”” When a 
figure or entry has been crossed out by mistake, the word 
“stet ”’ written alongside it denotes it is to remain as it 
was originally written. 

STOCK.—The national debt of a country. The capital of a 
limited company whose shares have been converted. For the 
distinction between Stock and Shares, see under COMPANY. 

STOCK.—An accumulation of goods ready for sale. 

STOCK ACCOUNT.—Formerly this was merely another 
name for Capital Account. Afterwards it denoted the old- 
fashioned Goods Account. In its modern use it simply records 
the value of unsold goods at the commencement and finish 
of each trading period. The Ledger Account may be in 
ordinary form or ruled with departmental columns, according 
to the nature and requirements of the business. Stock on hand 
is valued at the close of the financial period, either at cost or 
at market price (according to the nature of the business), and 
is brought into the books by being debited to Stock Account 
and credited to Trading Account, appearing also on the assets 
side of the Balance Sheet. Besides the Stock of Goods, there 
may be other stocks, ¢.g., coal, cases, stationery, etc. These, 
however, will be dealt with in their own special accounts, and 
will not affect the Stock-in-trade. 

STOCK EXCHANGE TRANSACTIONS.—One side of these 
transactions—the clients’ side—can be seen under Investment 
Accounts. The other side—the broker’s side—is shown by 
the following illustration. 

Example.—B. Brown had the undermentioned transactions 
with his broker on the London Stock Exchange— 


On the 16th July he bought £12,000 New Zealand Stock at 1054, 
£10,000 Victoria 34 % Inscribed Stock at 1053, and £8,000 Natal 
Inscribed Stock at 120%, brokerage being charged at the rate of 


one-eighth per cent. 
On the 24th July he sold the New Zealand Stock at 1084, and the 


Natal Stock at 1214. The Victoria Stock was carried forward at 106, 
contango being charged at one-eighth. 
Show B. Brown’s Account in the Broker’s Ledger, ignoring 
Contract Stamps. (See page 727.) 
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Dr. B. BROWN. Cr. 
July 16 | To £12,000 New July 24 | By £12,000 New 
Zealand 1054..|| 12,660 Zealand 108}. ./|| 13,020 
», Commission .. 15 oD », £8,000 Natal 
Ny »» £10,000 pepper L2IP va ere «|| 9,700 
ro5¢.. «|| 10,575 Ay », Balance c/d— 
», Commission .. I2|Io £10,000 eres 
» ‘| », £8,000 Natal 106. << «|| 10,600 
¢ 1203 ++|| 9,630 
», Commission Io 
24 | ,, Cash 417|10 
33,320 33,320 
July 25 | To Balance b/d— 
‘| £10,000 Victoria 
T0601 fer. - «|| 10,600 
4 », Contango ove 12/10 


Note 1.—Brokerage or Commission is usually charged on the 
nominal value of the Stock bought or sold. 

Note 2.—When Stocks are bought and sold again in the same 
period of account, Commission is only charged once. 

STOCK, REGISTER OF SHARES CONVERTED INTO.— 
See specimen ruling on page 726. 

STOCKHOLDERS, REGISTER OF.—See ruling on page 726. 

STOCK-TAKING. - The process of ascertaining and valuing 
the goods on hand at the end of the trading period. 

STOCK WARRANT.—(See SHARE WARRANT.) 

STOCKS AND SHARES ACCOUNT.—(See INVESTMENT 
ACCOUNTS.) 

STOPPAGE IN TRANSITU.—The right of an unpaid seller 
of goods to retake possession of them so long as the goods are 
in transit, te, have not actually been delivered to the pur- 
chaser. The right exists only in cases where the buyer has 
become insolvent. 

STOPPING A CHEQUE.—(See CHEQUE.) 

STORAGE.—The charge made for storing or warehousing 
goods. 

STORES ACCOUNT.—(See CoNnrTRACTS.) 

STORES ANALYSIS SHEETS.—(See CONTRACTS.) 

STORES CONSUMED OR USED.—(See CONTRACTS.) 

STORES ISSUED BOOK.—(See Cost Accounts.) 

STORES LEDGER.—(See Cost Accounts.) 

STORES RECEIVED BOOK.—(See Cost Accounts.) 

STORES REGISTER.—Same as STORES LEDGER. 

SUBPCENA.—A writ commanding the attendance of a 
person in court under a penalty, for the purpose of either 
giving evidence, or producing books, documents, etc., in, his 
possession. 
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SUBSCRIBED CAPITAL.—(See Company.) 

SUBSCRIBERS TO MEMORANDUM OF ASSOCIATION.— 
(See COMPANY.) 

SUBSCRIPTIONS AND DONATIONS.—Gifts to charitable 
institutions or objects, including gratuities to workmen. A 
separate account is sometimes opened for these items, and 
closed at balancing time by transfer to Profit and Loss. 

SUBSIDIARY BOOKS.—(See BOOK-KEEPING.) 

SUB-TENANT.—A tenant who hires or leases houses or 
land from a person who is himself a tenant. 

SUCCESSION DUTY.—The duty payable by the person 
who succeeds to, or becomes entitled to, real or leasehold 
property. Leaseholds are personal estate, but are subject to 
succession duty instead of legacy duty. The rates are the 
same as for legacy duty, though the method of assessment is 
different. Succession duty is charged on the net principal 
value of the property, less the estate duty and any expense 
in raising and paying it. For an example, see RESIDUARY 
ACCOUNT. 

SUMMARY OF SHARES AND CAPITAL.—(See ANNUAL 
SUMMARY.) 

SUNDRIES.—(See JOURNAL.) 

SUNDRIES ACCOUNT.—An account at the back of a 
Sales Ledger, to which small credit transactions are posted, 
one line being allotted to each person. 


Example— 

Dr SUNDRIES ACCOUNT. Cr. 
Feb. 12 | A. Brown, Goods | 127 1 |ro) 6} Mar. 31 | By Cash & Dis. | 285 I |ro| 6 
Mar. 13 | C. Smith, Goods] 216 2 | 3\ 8 
Apr. 16 | F. Peters, Goods| 273 1 | 1 2] Apr. 29] ,, Cash «| 298 Taxi 

» 30] S. Oliver, Goods| 299 18] 6 


It is generally reserved for those persons for whom it is not 
worth while opening a separate account, #.¢., chance customers 
who may not deal with the firm more than once. 

SUNDRIES TO SUNDRIES.—(See JOURNAL.) 

SUNDRY CREDITORS.—The total of the Bought Ledger 
Balances, also called ‘‘ Sundry Creditors on Open Accounts.” 

SUNDRY DEBTORS.—The total of the Sales Ledger 
balances, also called ‘‘ Sundry Debtors on Open Accounts.” 
It sometimes happens that there are credit balances in the 
Sales Ledger. In the majority of cases, these are simply 
deducted from the total of the debits, and only the net debit 
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shown on the Balance Sheet. Some accountants, however, 
prefer to deal with them as follows— 


BALANCE SHEET. 


Liabilities. ; Assets. 
Sundry Creditors £1,503 15 9 Sundry Debtors (gross amount) || 2,096 |18] 3 
Add Cr. balances 
in Sales Ledger io 2 1 


1,513 |I7|10 


SUNDRY EXPENSES.—Same as TRADE EXPENSES. 

SUPERANNUATION FUND.—A fund accumulated and 
invested for the purpose of paying pensions to employees. 
(See also CASH AT BANK.) 

SUPER-TAX.—(See INcoME Tax.) 

SUPRA PROTEST.—(See BiLt oF EXCHANGE.) 

SURCHARGES.—(See INCOME TAx.) 

SURFACE RENT.—(See Royatty [MINERAL].) 

SURPLUS.—(See INCOME AND EXPENDITURE ACCOUNT, 
and RESERVE.) : 

SURRENDER VALUE OF LIFE POLICY.—(See Assur- 
ANCE.) 

SUSPENSE ACCOUNT.—An account to which items are 
posted when there is any uncertainty connected with them. 
Money is sometimes received without any intimation from 
whom it comes. In such cases, Cash is debited and Suspense 
Account credited. Subsequently, when the sender is discovered, 
the necessary entry can be made closing the Suspense Account 
by transfer of the amount to the sender’s account. Suspense 
accounts are often used to include all items which have been 
apportioned at balancing time, though latterly their use for 
this purpose has fallen into disfavour, owing to the facility 
with which they can be made to conceal fraud. Large items 
of expenditure, which it is intended to spread over a series of 
years, are sometimes posted to a Suspense Account, as in the 
case of Advertising Suspense Account (g.v.). Money and 
Goods are occasionally lost for a while, and such items are 
. in the meantime placed to a Suspense Account. Costs may 
be incurred in legal proceedings, but may be ultimately 
recoverable from someone else; these are often debited to a 
Suspense Account pending the result of the litigation. Profits 
on Contracts are sometimes apportioned and placed to a 
Suspense Account. (See CONTRACTS.) 

SUSPENSION OF PAYMENT.—This term denotes the 
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ceasing to pay debts when a banker or merchant becomes 
aware of his insolvency, and consequently of his inability to 
pay the whole of his creditors. 


TABLE “ A,’’—(See COMPANY.) 


TABULAR or COLUMNAR BOOK-KEEPING.—The 
Tabular System is a method of book-keeping by means of 
which items are subjected to continuous analysis or classifi- 
cation, thereby saving the trouble of dissecting and sum- 
marising weekly, monthly, or quarterly, as the case may be. 
It can be applied to almost any book, and thus economises 
time and saves labour. 


Tabular Purchases Books.—Examples of these are given 
under Cost ACCOUNTS, DEPARTMENTAL ACCOUNTS, and 
under PuRCHASES BOOK. 


Tabular Sales Books.—Examples of these are given under 
DEPARTMENTAL ACCOUNTS and under SALES Book. 


Tabular Journals.—Examples of these can be seen by 
referring to JOURNAL and SELF-BALANCING LEDGERS. 


Tabula Cash Books.—Examples of these will be found 
under CASH Book, SELF-BALANCING LEDGERS, TRUSTEE-IN- 
Bankruptcy, WINDING UP (Liguidator’s Cash Book), and 
PETTY CASH. 


Tabular Ledger Accounts.—The student will find examples 
of these under DEPARTMENTAL ACCOUNTS, BRANCH ACCOUNTS, 
FOREIGN CURRENCY ACCOUNTS, INVESTMENT ACCOUNTS, and 
EXECUTORSHIP ACCOUNTS. 


Tabular Ledgers.—Examples of these are to be found by 
referring to Cost Accounts (Cost Ledger, Stores Ledger), to 
ComPANY (Share Ledger), and to BILL oF EXCHANGE (Bills 
Receivable and Payable Ledgers). 


Tabular Statistical Books.—Examples of these are the 
various memorandum books of a Limited Company, viz., 
Application, Allotment, and Call Books ; Registers of Deben- 
ture Holders, of Stock Holders, of Transfers, etc. Further 
examples are furnished under Cost Accounts, viz., Wages 
Analysis Book, Stores Received Book, Stores Issued Book. 


Hotel Accounts.—Specimens of the Visitors’ Ledger, 
Invoice Book, and Cash Book are given on the following pages. 
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Bal. bt. Forward 
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Baths ot 
Fire and Lights 


Boarders 
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June, 19... 


DEBITS. | 


Bal. bt. Forward 


Apartments .,. 
Attendance 

Baths 55 
Fire and Lights 


Boarders ie 
Breakfasts aie 
Luncheons 
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Dessert and Ices 
Sandwiches .. 
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TOTAL 
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Cash received .. 
Ledger a/c 
Bal. car. Forward 
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TALE QUALE.—“ According to Sample.’’ An expression 
used in contracts when grain and other produce is sold “to 
arrive.” It means that the goods as they lie are held to 
be the same as the sample submitted, but the buyer takes 
the risk of any damage the produce may afterwards sustain 
during the voyage. 

TALON.—A certificate attached to transferable bonds 
(usually the last portion of the coupon sheet), to be 
exchanged for an additional series of coupons as soon as 
those on the current coupon sheet have all been presented 
and paid. (See Coupon.) 

TARE.—An allowance for the weight of the case, cask, 
bag, chest, or other article in which goods are packed. 

TARIFF.—A list of the various articles upon which Customs 
duties are levied, together with the rates charged. Hence, 
any list, table, or schedule of fixed charges. 

TELEGRAPHIC TRANSFER.—A message sent by wire, 
ordering the transfer of a specified sum of money from one 
person to another by means of debit and credit of their 
respective accounts. Branch businesses and agents abroad 
often cable to headquarters for immediate funds. Head- 
quarters will then instruct their bankers to cable to the 
bank’s representatives abroad to place a certain sum at the 
disposal of the branch or agency. 

TELEPHONE RENT PREPAID.—(See ADJUSTMENTS AT 
BALANCING TIME.) 

TELLER.—tThe cashier of a bank who receives and pays 
out money over the counter. 

TENANT.—A person who holds property, houses, or land 
from another, and pays rent for same. 

TENDER.—A written offer to supply certain goods on the 
terms and conditions specified. 

TENEMENT.—Land or property held by a tenant. 

TENOR.—The term or currency of a Bill of Exchange. 

TENTAIL.—(See Royatty [MINERATL].) 

TENURE.—The manner of holding land or houses, as 
copyhold tenure, freehold tenure, etc. 

TERMINABLE ANNUITIES.—Annuities granted by the 
Government or Life Offices for a term of years on present 
payment of a fixed sum of money. (See NATIONAL DEBT.) 

TERMINAL or CONTRACT COST ACCOUNTS.—(See Cost 
ACCOUNTS.) 

TESTAMENT.—A will. 
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TESTAMENTARY EXPENSES.—Expenses connected with 
the proving of a will, including the death duties, interest 
thereon, and the expenses of any action at law in connection 
with the will. 

TESTATOR.—A person who, before his death, has made 
and left a testament or will. 

TIME SHEETS.—(See CONTRACTS.) 

TO.—A prefix used when posting transactions on the debit 
side of a ledger account. Every transaction affects two 
accounts ; and one account is said to be debtor to, or creaitor 
by, the other. 

TOOLS.—(See LoosE Toots.) 

TOTAL CHECKING ACCOUNTS.—(See SELF- PAPaNeING 
LEDGERS and ADJUSTMENT ACCOUNTS.) 

TOTAL COST.—(See Cost Accounts.) 

TRADE BILL.—A bill of exchange drawn in the ordinary 
course of trade for value received, as distinguished from an 
accommodation bill. 

TRADE CHARGES.—These are expenses of a very varied 
character incurred in running a business. Generally speaking, 
they are expenses for which it is not worth while opening 
separate accounts, hence their amalgamation under this 
heading. They are also termed General Expenses, Sundry 
Expenses, and Petty Expenses. Trade Expenses formerly 
denoted Works Expenses, and as such were debited to the 
Trading Account. This practice still obtains where a dis- 
tinction is made between Trade Expenses and Office Expenses. 
In the great majority of cases, however, Trade Expenses are 
a collection of miscellaneous items of expenditure, and are 
charged to the Profit and Loss Account. (See OFFICE 
EXPENSES.) 

TRADE DISCOUNT.—(See Discount.) 

TRADE EXPENSES.—Same as TRADE CHARGES. 

TRADE MARK.—A particular mark, stamp, or device 
affixed or attached to manufactured goods, indicating to the 
public generally that the goods are the genuine productions 
of the person or persons who are the proprietors of the trade 
mark. Trade marks must be registered, and registration is 
valid for fourteen years. They are treated as an asset in 
the books and dealt with in a similar manner to Patents. 
(See DEPRECIATION.) 

TRADE UTENSILS.—Tools, implements, and other things 
for use in a business, as opposed to Fixtures and Fittings or 
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Plant and Machinery; for instance, pails, brooms, steps, 
trolleys, carrier tricycles, etc., would come under this 
designation. 

TRADING ACCOUNT.—An account constructed in order 
to ascertain the gross profit made by trading. It is debited 
with the Stock at start, the Purchases, Wages, Carriage, etc., 
and credited with the Sales and the Stock at finish of the 
trading period. It is virtually the first part of the yearly 
or half-yearly general summary of gains and losses called the 
Profit and Loss Account, and is now combined with it under 
the heading of Trading and Profit and Loss Account. The 
balance of the Trading Account is carried to the Profit and 
Loss Account. 

Distinction between Trading Account and Profit and Loss 
Account.—All purchase and manufacturing expenses, such as 
carriage inwards and productive wages, are charged to the 
Trading Account ; all selling, establishment, and distribution 
expenses, such as salaries, rent, carriage outwards, etc., are 
charged to the Profit and Loss Account. 

Distinction between a Trading Account and a Cost Account. 
—A Cost Account includes the whole of the cost expenses. A 
Trading Account includes only part of them. Those items 
of prime cost which vary directly with the turnover (sales), 
such as Wages, Coal and Coke, etc., are charged to Trading 
Account ; but those items of cost which do not vary directly 
with the turnover, such as Repairs and Renewals of Buildings, 
Repairs to Machinery, Depreciation of Plant, etc., are charged 
to Profit and Loss Account. The object of this is to keep 
the rate of gross profit on turnover constant, in order to 
facilitate comparisons of different trading periods. For 
example, an accident might, one year, make the Repairs to 
Machinery a very big item; or a gale might cause great 
damage to the buildings, and necessitate heavy expense ; 
or a new invention might render the plant and machinery 
obsolete, and involve a large outlay for replacement. If 
expenditure of such a variable nature were to be charged to 
the Trading Account, the rate of gross profit would be subject 
to violent fluctuations, and comparisons of different periods 
would be misleading and, therefore, useless. Rent of 
Factory, it should be noted, is placed by some accountants 
in the Trading Account, and by others in the Profit and 
Loss Account. 


Difference between a Trading Account and a Manufacturing 
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Account.—A Trading Account, strictly speaking, deals only 
with jimtshed goods, t.e., goods ready for sale, either purchased 
or manufactured. A Manufacturing Account, properly so- 
called, deals only with raw materials and manufacturing 
expenses. In large concerns a separate account is opened 
for each, and the balance of the one transferred to the other, 
as explained and illustrated under MANUFACTURING ACCOUNT 
and Cost Accounts. In small concerns, the two are merged 
in the Trading Account, or combined in one account under 
the heading of Manufacturing and Trading Account. 

Note on Carriage.—When Carriage appears in the Trial 
Balance and is not specified as inwards or outwards, it is 
generally assumed to be inwards and is charged to the 
Trading Account. 

Note on Examination Work.—Items in the Trial Balance 
are dealt with only once, either in the Profit and Loss Account 
or in the Balance Sheet ; but items outside the Trial Balance, 
i.€., the adjustments, are dealt with twice, in the Profit and 
Loss Account and in the Balance Sheet. For example, Direc- 
tors’ Fees in the Trial Balance would simply be entered in 
the Profit and Loss Account ; but Directors’ Fees outside the 
Trial Balance, 7.¢., an adjustment to be made, would be put 
to Profit and Loss Account, and would also be shown as a 
liability on the Balance Sheet. 

TRADING AND PROFIT AND LOSS ACCOUNT (PER- 
CENTAGE SYSTEM).—(See Cost Accounts.) 

TRADING AND PROFIT AND LOSS ACCOUNT 
(TABULAR).—(See DEPARTMENTAL ACCOUNTS.) 

_ Example 1 (Elementary).—From the following particulars, 
prepare Trading and Profit and Loss Accounts, and Balance 
Sheet, as at December 31st, 19... 


TRIAL BALANCE. Dr. Cr. 

Sundry Debtors fe well 41000 | 159) 2 

Bills Receivable = 6c 3,600 6 1 

Sundry Creditors ee are 4,500 | 18 | 4 
Bills Payable .. a6 Oc 8,500 | 2} 11 
Plant and Machinery .. --]) 2,520 

Fixtures and Fittings or 760 

Stock, Ist Jan... 5D --|| 3,000 

Purchases 50 we scall- Pala ty | 2 6 

Sales a0 aye sire 28,158 | 16 9 
Wages .. at ae aie 2,025 6 7 

Carried forward .. --|| 37,707 | 10 4 || 36,159 | 18 
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TRIAL BALANCE (contd.) Dr. Cr. 
Brought forward... ..\> 37,707 | 10 | 4 || 36,159 | 18 
Rent, Rates, and Taxes F S51; | 12, 6 
Carriage Inwards Be : 1,108 | 6] 4 
Coal and Coke.. A 250 5 | 4 
Carriage Outwards c SOON Ss) hn 
Outstanding Accounts : 275 | 11 5 
Salaries . Ge nec A 750 
Bad Debts se . 257 2 9 
Discounts on Purchases aie 469 | 17 8 
= Sales .. = G26 5er2 £0 
Trade Expenses 5 125; 4) 2 
Depreciation .. ne 4 320 
Interest on Capital .. : 450 
Cashin hand .. Bic 24 | 17 5 
pn atbank i, ye 5,133 6 6 
Capital Account 9,450 
Drawing Account : 900 
Reserve Account ote a 2,000 
Stock on hand, £3,500. | 48,355 fi 1 48,355 7 1 
See ee || 
TRADING AND PROFIT AND LOSS ACCOUNTS 
Dr. for the Year ending Dec. 31st, 19... Cr. 
To Stock, 1st Jan. ad + «|| 3,000 By Sales . : F -. || 28,158/16] 9 
A Purchases .. as «|| 22,252| 2] 68 5, Stock, 3Ist Dec. : 3,500 
», Wages y ee -.|| 2,025] 6) 7 
», Carriage Inwards a0 --|| 1,108] 6) 4 
», Coal and Coke re 250] 5] 4 
», Profit and Loss Account 
(gross profit) a ool] 4,123/16 
31,658)16) 9 31,658|76| 9 
To Rent, Rates,and Taxes .. 351|12| 61 By Trading Account 4123/16 
», Carriage Outwards .. ae 350] 8/11} ,, Discounts on Purchases 469|17| 8 
», Salaries oe ws ee 750 
», Bad Debts .. . ee 257) 2] 9 
», Discounts on Sales ; id ere 626|12/10 
», Irade Expenses... SA 125] 4| 2 
», Interest on Capital . es 450 
», Depreciation. . 320) 
», Capital Account (net ‘profit), 1,362/12| 6 
4,593/13| 8 4,593]23] 8 


Note 1.—For Journal entries ve above, see under CLosinc ENTRIES. 
Note 2.—Percentage of Gross Profit on Turnover = 4,124 x 100 + 
28,159 = 14°64 per cent. Percentage of Net Profit on Turnover = 
1,363 x 100 + 28,159 = 4 84 per cent. 
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BALANCE SHEET AS AT DEC. 3lsT, 19... 


: Liabilities. Assets. 
Bills Payable .. ac --|| 3,500] 2/11) Cashin hand .. So a0 24/17] 5 
Sundry Creditors a --|| 4,500/18] 4 », at Bank Bo ++] 5,133] 6] 6 
Outstanding Accounts . Ap 275|11| 5 Bills Receivable.. On --|| 3,600] 6] x 
Reserve Account +-|| 2,000 Sundry Debtors.. an -.|| 4,650/15| 2 
Capital Account fo, 450. oo Stock-in-Trade .. ae «|| 3,500 
add Profit .. 1,362 12 6 Plant and Machinery .. + all) 25520 
SSS Fixtures and Fittings .. oe 760 
10,812 12 6 
less Drawings g00 0 oO 
—_—_— 9,912/12| 6 
20,189} 5| 2 20,180} 5| 2 


Example 2 (Intermediate)—The Capital of the Retrop 
Manufacturing Co., Ltd., consists of 80,000 shares of £1 
each, partly called up. The Stock at December 31st, 19.., 
was valued at £22,000. From the following Ledger Balances 
as at December 31st, 19.., you are required to prepare 
Trading and Profit and Loss Accounts, and Balance Sheet, 
after making all necessary adjustments. 


Ss. 

Share Capital Account .. he Bo aie o¢ 60000 
Machinery and Plant .. oo 50 a0 -. 22,500 
Stock Ist Jan., 19. Be Be oe 0 -. 15,000 
Repairs to Buildings 3% 30 ae 850 

», to Machinery WOES of own men) 3% 30 200 
Sales /ess Returns ne 5 ane aa .. 106,600 
Bad Debts ae an of we Be 5D 825 
Cashin hand .. ot Je ox 65 
Goods sent on Consignment Cr. fi or .. 2,800 

», sent to Branches Cr. ie Ae eee O00) 
Cash at Bank .. Se sé .- 8,580 
6 per cent. Mortgage Debentures oe a -- 10,000 
Reserve Fund (invested) ae 56 -- 16,000 
Manufacturing Wages .. a6 oa 56 2. 29,000 
Purchases Jess Returns. . os Os a .. 08,400 
Provision for Audit Fee 6 56 D0 ac 105 
Unpaid Dividends 8 big én oc dic 65 
Bills Receivable. . ae ae on oe >E 250 
Trade Expenses. . ; on ait x) 15850 
Branch Account (Dr, balance) are 5 $0 275 
Rates and Taxes ay a0 or aC oe 620 
Carriage Inwards and 6 Exc or .. 4,500 
Freehold Buildings xe Me Ane .. 30,000 
Consignment Account (Cr. balance) oe ae a0 675 
Debenture Interest On ac ne ais 50 300 
Sundry Debtors. . om ait 50 86 .. 18,600 

PA Creditors Ab Be oa dies fex0}8) 
First Call Account (Dr. "palance) oC 125 


(Continued on page 742.) 
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HE ‘Se 
Second Call (Dr. balance) aa os ae ne 125 
Interest and Bank Charges .. ake ae Sie 220 
Bad Debts Reserve, Ist Jan., 19. A 800 
Profit and Loss Account (Cr. balance), Ist Jan., 19.. 1,250 
Salaries .. ete ae . 3,520 
Bills Payable .. Bic Sc ge nic te 800 
Carriage Outwards ic Boe geile: 

Interim Dividend paid 3rd Sept, 19. br See £2,900 10 
Calls paid in Advance .. - Ac Sc 500 

Rents Received . ee as bc ee 325 10 
Coal, Coke, Gas, and Water ore 43 me are 800 
Discounts Allowed an ore A ae ee 750 
7 Received .. ne 350 


Depreciation—Buildings, 24% ; Plant ae Machinery: 10%. 

Reserve for Discount—Drs., 5%; Crs., 24%. 

Reserve for Bad Debts, 5%. Stock at Branch, 31st Dec., £700. 
Materials used from Stock during year for Repairs to Machinery, £500 


Example 3 (Advanced).— 
x. Y. Z. ENGINEERING CO., LID: 


LEDGER BALANCES as at Dec 31st, 19. 
Ordinary Share Capital (200,000 shares of {1 each, fully if Sods 


paid, except 500 forfeited) - 199,500 

6% Preference Share Capital (200, 000 shares of fl each, 
10s. called up) - 100,000 

Deferred Share Capital (5, 000 shares of £10 each, fully 
paid) 5 50,000 
5% Debentures (repayable it in 10 years) oe a -- 50,000 
Preference Share Premium .. 50 aie ee 0,000 
Calls Paid in Advance Ge 38 oie ae ave 200 
» in Arrear ; are Pah Ss te <3 500 
Reserve Fund Account ‘ ae te +. 50,000 
Debenture Sinking Fund Account . Se te ae 20,000 
Forfeited Shares Account .. ve as a oe 125 
Unclaimed Dividends are x6 ae 105 
Debenture Sinking Fund Investments ah ae -. 10,000 
Unclaimed Debenture Interest Xt aa ap ae 35 
£5,000 Consols at 87 ay xe le ate ae ea OO 
Cash in hand . < ae ic oe oe =e 315 
» at Bank. -. 60,200 
Patent Rivet Co. Shares (5.0 000 of fl, 10s. . paid vp) ¥. 2;000 
Sundry Debtors ee .. 20,000 
so Creditors are We -. 17,000 
Bills Receivable (under discount, £4, 000) .. a -» 5,000 

» Payable.. aie <i GSR ONS 

Freehold Land ‘and Buildings, 1st Jan. 19. 36 . - 200,000 
Plant and Machinery, Ist Jan., 19. oh -- 150,000 
Electric Light Installation, 1st Jan., 19; . 15,000 
Furniture and Fixtures, Ist Jan., 19. te a0 se 3,000 
Goodwill ef. ne oa -- 30,000 
Additions to Plant and Machinery. : 56 50 ve) 0,090 
be Buildings ws : Sc -. 2,000 


TRA] DICTIONARY OF BOOK-KEEPING [TRA 


Stock in Trade, Ist Jan., 19.. 30 ere ae -. 25,000 
Work in Progress, Ist Jan.,19.. .. ore 20 so WAVY 
Loose Tools, Ist Jan, 19.... ate 00 36 -. 4,500 
Purchases 66 ac aie ote axe 20 .. 125,000 


Salesian. ae as . . 225,000 
Returns and Allowances on iParchaces ate a oe 000 
£ Sales .. 40 a ee O00 
Wages ‘(remunerative) OF Sc S60 So -- 4,600 
: (unremunerative) .. 68 50 G0 A 500 
Manufacturing Charges He 3¢ St we Oc 820 
Coal and Coke Bit or bo 56 ae .. 2,000 
Carriage Inwards ae an nae ae A eee O00 
Salaries 4,400 
Rates and Taxes (including ‘Sch. A Tax at t 1/2: £583/6/8) 1,275 
Rents Received (less Tax) .. 176 010 
Advertising .. one oe 52 58 we 2,000 
Carriage Outwards .. ‘ ae O00) 
Debenture Interest paid (less Tax at 1/2). oe vi oot one 
Printing, Stationery, and Catalogues 26 D0 we 62,070 
Gas and Water a. oi 56 ae O06 &c 25 
Preliminary Expenses be as a0 00 -. 6,000 
Repairs to Buildings os ae yee OOO 
a », Plant, etc. (average £2, 500) we a -. # 3,000 
Discounts on Purchases 2 56 20 26 36613 4 
Dividend on Shares (/ess Tax) 5 Ae on ai 95 
Discounts on Sales .. $6 Ox D0 ce ot 550 
Dividends on Consols (less oa De si 5 50 11714 2 
Fire Insurance sit 60 oe 0 250 
Apprentice Premium. (5 year 3) oe of oa a6 250 
Sundry Expenses... ae 50 a0 30 -- 2,020 
Transfer Fees. 60 50 50 
Preference Dividend (paid less Tax at 1 /2) 5c en O;OZ NLS 
Bad Debts... - Oc iC 970 
», Debts Reserve, ist Jan., “19. nee 050: 


- Profit and Loss Account (Cr. balance, Ist Jan., "19..) 3,182 3 4 


On December 31st, 19.., the Stock was valued at £30,000, 
Work in Progress at £6,000, and the Loose Tools at £4,300. 
The following adjustments are necessary— 


Manufacturing Wages owing, £250. 
Salaries owing, £500. 
Sundry Expenses outstanding, £120. 
Fire Insurance prepaid, £50. 
Stationery and Catalogues unused, £70. 
Apprentice Premium to be apportioned. 
Three months’ Interest due on Calls in Arrear, at 5% per annum. 
One year’s Interest due on Calls in Advance, at 5% per annum. 
Reserve for Bad Debts, 5%. 
Reserves for Discount on Debtors and Creditors at 24%. 
Reserve for Audit Fee, £200. 
Reserve for Income Tax (Schedule D), at 1/2 in the f, on the taxable 
profit for the year. 
(Continued on page 748.) 
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Depreciation (ignoring additions)— 
Plant and Machinery, 10%. 
Furniture and Fixtures, 5%, 
Land and Buildings, 4% 
Electric Light Installation, 10%. 
The Preference Share Premium to be used to help write off the Pre- 
. liminary Expenses Account, the balance to be charged to the 
Profit and Loss Account. 
Transfer £5,000 to the Debenture Sinking Fund Account and £5,000 
to the Reserve Fund Account. 


Make out Trading and Profit and Loss Accounts and 
Balance Sheet, after providing Dividend on Ordinary Shares 
at 10 per cent. and on Deferred Shares at 20 per cent. (See 
pages 744-747.) 


Note.—The Reserve for Income Tax is arrived at as follows— 


INCOME TAX ADJUSTMENT ACCOUNT. 


Net Profit as per Profit and Loss Account 
(£44,950 6s. 10d. + £2,791 6s. 6d.) 56 47,741|13) 4 
Add (items not allowed)— 
Depreciation of Tools aoe eee: 200 
Income Tax (Schedule A) . ae 5 583} 6} 8 
Debenture Interest . are ae eel] 2,000 
Preliminary Expenses bic --{} 1,000 
Repairs to Plant (excess of average) te 500 
Reserve for Discount on Debtors.. Bi 475 
Interest on Calls in Advance Se s6 10 
Depreciation. . ne a0 ee . - || 21,675 26,943) 6] 8 
74,685 
Deduct (not taxable) — 
Bad Debts Reserve (Cr balance).. ae 50 
Reserve for Discount on Creditors te 425 
Deduct (already taxed)— 
Rents Received ne Xo oe a 176} 0/10 
Dividends on Consols a AS as 117/14} 2 
on Shares 
Annual Value of Premises (£583/6/8 x 240) 
——__————__|| 10,000 10,863)15 
14 
63,821) 5 
Less Claim for Wear and Tear of Plant— 
say 5%, £150,000 Sis as ae 7,500 
Taxable Profit for Year ae Z£|| 56,321) 5 
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TRANSACTION.—An exchange of value, a transfer of 
money or money’s worth. 

TRANSFER.—A document used by the seller of registered 
stocks and shares when transferring them to the buyer. 
The following is a specimen— 


SHARE TRANSFER. 


OY bie O20: EE IER OATS RRR REI nc STAMP 


i 
Cee eee eee rete esses eeeeeee sess eeeeseeeeerereseressesreosererere 


eee eeesoee ese ese rre ose eereeosersee eee esse eres eoeereseeeresoersse 


ee eee eer eee eee rere sees eres ee ereereesrsreoseoeeeeeeeesere ee oses 


Alea cee shares of £....each, ......per share paid, numbered 
Saibsodiot to........inclusive, standing in my name in the books 
OE UNS Bcvgecss bccn din SOO CSU COR OUUSU aS Company, Limited. 


POP OD eUntOrcHetSaud are aioe cisco reese eens: ctenaveeuersteue soretere 
his executors, administrators, and assigns subject to the several 
conditions on which I held the same at the time of the execution 


hereoiw Anda lathe gsal dis: scte.\tareyct- terry ePerealere  slereia'- rie do hereby 
agree to take the said shares subject to the conditions aforesaid. 
ASS VWILDNES SuO URS EVANIDS sthiSi : csictis sc «cles = cles day of 
Reteracrenessieterav ete ate « crerele , in the Year of Our Lord, One thousand 
MINey NUN GLEds ANG eeratere «eer ote 
Signed by the above-named 
in the presence Oban alas ; | Signature 
A (Signature ....++. se cecceecs - 
EN OLS ob 6.600 HOU BOC OI | hier DEINE SRD i ee se © 
Gen Poe ate oc ats = 
BS (OCCUPAHON co. a.0.ccicees es 


in the presence of 


eo eee e rere eres oes eoeve 


Signature ...... SCOOCODORE 0 


a 
ie a ee ee 
ES WOcei Nalaiene tuts seis ses es 
TRANSFEREE.—tThe person to whom shares are transferred. 
TRANSFER FEES.—(See CoMPANy.) 
TRANSFER JOURNAL.—(See SELF-BALANCING LEDGERS.) 
TRANSFEROR.—The person who transfers the shares. 
TRANSFERS, REGISTER OF.—One of the statistical books 
of a Joint Stock Company. On the next page is a specimen 


ruling. 
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TRANSIT, STOCK AND REMITTANCES IN.—(See BRANCH 
ACCOUNTS. ) 

TRAVELLER’S COMMISSION AND EXPENSES.—Where 
travellers are extensively employed, and remunerated by 
means of commission and expenses, a separate account is 
generally kept for such expenditure. The account is closed 
eventually to Profit and Loss. 

TRAVELLING EXPENSES.—Where these are very nu- 
merous, a separate account is generally opened for them, 
which is closed at balancing time by transfer to Profit and Loss. 

TREASURY BILLS.—These are bills issued by the Govern- 
ment payable at three, six, or twelve months after date. They 
form part of the National Debt. 

TRIAL BALANCE.—A list of the debit and credit balances 
in a ledger, made out in order to check the arithmetical 
accuracy of the postings. Sometimes the totals on each side 
of the ledger accounts are extracted, instead of merely the 
balances ; this way had considerable advantages when, years 
ago, every transaction was journalised, as the total of the 
Journal then agreed with the totals of the Trial Balance, 
and thus formed an additional check. Under double entry 
book-keeping, the total debit in the ledger must always equal 
the total credit, and a trial balance is prepared with the 
object of ascertaining whether this is so or not. 

Example.—See under JOURNAL the example posted to the 
Ledger (pages 530 and 531). Prove same by means of a 
Trial Balance. 


First Way (totals).— 
TRIAL BALANCE, JAN. S3IsT, 19... 
Dy. 


Cr. 

156 | Capital Account... 1,000 ‘ 
157 | Cash be at ..//1,148 | 13 | 2] 355 | 13)| 8 
158 | Goods ore ar --|| 358] 4 2T LORS. 
1590s bee blips... OG elezoO) lon Ge 2O7 jails 6G 
160 | J. Rogers .. st soli diy |) TR {| yp 83 | 4] 11 
161 | B. Brown.. oi ac 23 | 13 | 8 23/13) 8 
162 | C. Coffee .. ao atc 205 el Ob es 
163 | Discount .. ae ot aes) 9 6/15] 6 
164 | Rent 50 ote St 20 
165 | Wages av 56 a9 15 | 10] 6 
166 | Trade Expenses .. Ai 9/10; 8 

£1,994 | 18 | 11 || 1,994 | 18 | 11 


751 


TRY] DICTIONARY OF BOOK-KEEPING (TRI 


Second Way (balances).— 
TRIAL BALANCE, JAN. 3IsT, 19... 
Dy. 


Cr. 
156 | Capital Account .. 1,000 
LS Ae eCach ae 26 6 
158 | Goods ss 4 
159 | T. Phillips.. 40 | 16 
160 | J. Rogers .. 
162 | C Coffee .. 7 
163 | Discount .. oe OF 
164 | Rent 
165 | Wages Ae 6 
166 | Trade Expenses .. 8 


7 111,045 | 16 | 7 


Errors not Revealed by Trial Balance.—A Trial Balance, if 
it agrees, is generally taken as evidence of the correctness of 
the work, though it is not an absolute proof. The following 
errors will not be revealed by a Trial Balance— 

(1) Compensating Errors, or errors of the same amount on 
both sides of the Ledger. For example, if Brown has been 
debited with £10 too much, and if Smith has been credited 
with £10 too much, then the Trial Balance will not disclose 
the mistake. If a Journal entry has been omitted alto- 
gether, the agreement of the totals of the Trial Balance will 
not be affected; hence the error will not be shown. 

(2) Items posted to the wrong accounts. For example, 
if £50 has been debited to M. Brown instead of N. Brown, 
the Trial Balance will not show the mistake, as the latter 
does not prevent the agreement of the Trial Balance. 

Non-Agreement of Trial Balances.—The following are some 
of the commonest errors which prevent the agreement of the 
Trial Balance— 

(1) Omission of the Cash and Bank Balances as per the 
Cash Book. 

(2) Non-posting of the totals of the Purchases and Sales 
Books to their Ledger Accounts. 

(3) Non-posting of the totals of the Discount columns of 
the Cash Book to the Discount Account in the Ledger; also 
wrong posting of the totals, the sides being frequently 
reversed in posting, whereas they should not be. 
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(4) Balances taken out correctly from the Ledger, but 
entered in the wrong column of the Trial Balance. 

TRUE DISCOUNT.—(See Discount.) 

TRUST.—A combination of manufacturing firms, formed 
for the purpose of creating a monopoly, or to regulate the 
prices of commodities, and thus prevent ruinous competition. 

TRUSTEE.—One in whom is vested the legal ownership of 
a deceased’s estate, as opposed to the cestus qui trust who 
enjoys the income from it. 

TRUSTEE-IN-BANKRUPTCY.—A person appointed by 
the creditors of a debtor who has been adjudged a bank- 
rupt, to take over his property. The appointment is sub- 
ject to the approval of the Board of Trade. The trustee’s 
duties are to realise the debtor’s estate, and distribute the 
proceeds, after paying the preferential claims, among the 
unsecured creditors. He must keep a Cash Book in the 
prescribed form, and must also render a Statement of Receipts 
and Payments. (See pages 754 and 755.) 


Example.—From the following particulars make out the 
trustee’s Account of Receipts and Payments to date of First 
and Final Dividend— 


RECE#IPTS, 
Cash deposited with solicitor, £10; 
Cash in hand, £20; 
Cash at Bank, £200; 
Stock, £9,050 ; 
Furniture and Fixtures, £450; 
Patents, £3,000 ; 
Book Debts, £8,200 ; 
Bills of Exchange, £3,146. 


PAYMENTS. 


Board of Trade and Court Fees, £186 19s. ; 

Law Costs of Petition, £56 15s. 8d. ; 

Taxed Costs of Accountant and Shorthand Writer, £295 12s. 11d. ; 

Guarantee Premium, £15 15s. ; 

Cost of Notices in Gazette and local papers, £6 12s. 10d. ; 

Incidental Outlay—Postages, Stationery, etc., £57 13s. 9d.; 

Allowance to Debtor, £120; 

Preferential Creditors for Rent, £375; 

y i ,, Rates, Taxes, and Wages, {320 ; 

Liquidator’s Remuneration (as fixed by the Committee of Inspec- 
tion), 3% on £20,700 Assets realised, and 3% on Dividend distributed 
to Unsecured Creditors, whose debts amounted to £36,650. 


See page 756 for solution. 
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TRUSTEE’S ACCOUNT OF RECEIPTS AND PAYMENTS 


Dr. To date of First and Final Dividend. Cr. 
| 
RECEIPTS, | Amount. PAYMENTS, | Amount. 
To Cash deposited with By Board of Trade and Court 
Solicitor .. ate as be) Fees aie ae a 186\19 
»» Cash in hand De Ac 20 »» Law Costs of Petition aa 56\15| 8 
» 9, at Bank ie os 200 », Lrustees’ Remuneration (as 
», Stock.. ac oe «|| 9,050 fixed by the Committee of 
», Furniture and Fixtures .. 450) Inspection) — 
», Patents 10 oe || 3,000 3% on £20,700 realised .. 621 
»,» Book Debts .. AS --|| 8,200 3% on £21,379 38. 4d. 
» Bills of Exchange .. || 3,746 distributed* < 641| 7| 6 


»» Laxed Costs of Accountant. 
and Shorthand Writer .. 295|12|11 


», Guarantee Premium os 15|15 
», Costs of Notices in Gazette 


and local papers .. ae 6|12|10 
», Incidental Outlay: Post- 

ages, Stationery,etc. .. 57|13| 9 

Total Costs and Charges || 1,881)16| 8 

», Allowance to Debtor ave 120 
», Preferential Creditors— 

Rent ate ie ea 375 

Rates, Taxes, and Wages. 320 


», First and Final Dividend of 
11s. 8d. in the £ to 
Unsecured Creditors on 
£36,650 .. <r ++|/ 21,379] 3] 4 


£}| 24,076 £|| 24,076 


* Same as 735 of the gross amount (£22,020 Ios. tod.) distributable. 


TURNOVER.—tThe total sales of a trader for a given 
period. (See OUTPUT.) 


ULLAGE.—The difference between the proper and the 
actual contents of a cask; also an allowance made for 
leakage, evaporation, etc. 

UNCALLED CAPITAL.—(See Company.) 

UNCLAIMED DEBENTURE INTEREST.—(See DEBENTURE 
INTEREST.) 

UNCLAIMED DIVIDENDS.—(See DIVIDENDs.) 

UNDATED BILL.—(See BILL oF EXCHANGE.) 

UNDATED CHEQUE.—(See CHEQUE.) 

UNDERWRITER.—One who transacts marine insurance ; 
he writes his name on the policy under the amount he agrees 
to insure, hence the use of the term. It also denotes a per- 
son who guarantees, for the sake of a commission, to place 
any shares offered by a Limited Company to the public for 
which the latter do not subscribe. 
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UNDERWRITING COMMISSION.—(See Company.) 

UNDISCHARGED BANKRUPT.—An insolvent debtor who 
has not yet received his discharge from the Bankruptcy 
Court. (See DISCHARGE.) 

UNEARNED INCOME.—(See INcomE Tax.) 

UNEXPIRED VALUES OF PAYMENTS.—(See Apjust- 
MENTS AT BALANCING TIME.) . 

UNFUNDED DEBT.—(See National DEBT.) 

UNISSUED CAPITAL.—(See Company.) 

UNITS OF OUTPUT OR EARNING.—(See Cost Accounts.) 

UNLIMITED COMPANIES.—(See Company.) 

UNPAID CALLS.—Calls in Arrear. (See COMPANY.) 

UNPAID CAPITAL.—(See Company.) 

UNPAID DEBENTURE INTEREST.—Same as UNCLAIMED 
DEBENTURE INTEREST. 

UNPAID DIVIDENDS.—Same as UNCLAIMED DivIDENDs. 

UNPRODUCTIVE WAGES.—(See Cost Accounts.) 

UNREMUNERATIVE WAGES.—(See Cost Accounts.) 

UNSECURED CREDITORS.—(See STATEMENT OF AFFAIRS.) 

UPON CREDIT.—A term applied to sales, denoting that, 
although the goods have been sold, they have not yet been 
paid for. 

USANCE.—(See ForEIGN BILL oF EXCHANGE.) 


VALUATION BALANCE SHEET.—(See ASSURANCE.) 
VALUE RECEIVED.—(See BILL oF EXCHANGE.) 
VENDEE.—tThe person to whom anything is sold. 
‘VENDOR.—The person who sells. 

VENDORS’ SHARES.—(See CoMPANY.) 

VENDUE.—The place of sale. 

VIA.—(See ForEIGN BILL oF EXCHANGE.) 

VOLUNTARY LIQUIDATION.—(See WINDING UP.) 

VOUCHER.—Any document in support of a transaction 
or account, such as Petty Cash vouchers, vouchers for receipts 
and issues of stores, etc. 

VOYAGE ACCOUNT.—This is similar to a Profit and 
Loss or Revenue Account. Each voyage is numbered ; and 
a separate account is kept of all expenses and charges pertain- 
ing to each voyage, as well as of the freight earned by each. 


Example.—(Chartered Accountants’ Final)— 
The “‘Glenisla’’ Steam Ship Co., Ltd., own one “ tramp 
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steamer,” the s.s. Glenisla, 2,211 tons gross register, which 
was chartered on February 27th, 1922, as follows— 


Cardiff to Genoa with Coal at 8s. 9d. per ton. 


NotEr.—The charter stipulates for an address commission to the 
charterers of 2 per cent. on the freight, payable on signing Bill of 
Lading, together with a brokerage of 5 per cent. to the charterers’ 
agents, of which one-third is repayable to the vessel. 


Agua Amarga (Spain) to Barrow with Ore at 8s. 3d. per ton. 


Norte.—Address commission of 24 per cent. on freight payable to 
charterers, and a brokerage of one-third of 5 per cent. payable to 
charterers’ agents on signing charter. 


The vessel was insured at Lloyd’s on April 29th, 1921, the 
inclusive premium for one year being £1,952 10s. 8d., and 
the managing owners’ remuneration was fixed by the Articles 
of Association at 2s. 6d. per gross register ton per annum. 

The voyage commenced on 9th March, 1922, and the 
following are the particulars from which the accounts are 
to be made up— 


Freight on 3,190 tons Coal to Genoa, and freight on £ ss. d. 
3,660 tons Ore to Barrow— 


Stores Accounts .. we es oe O2ee owe 
Port Charges, Trimming, etc., Cardiff Je 121 2 3 
Captain’s Accounts for Harbour Wages, etc., Cardiff . 647556 


Bunker Coals, as per Engineer’s Receipt—279 tons at 
9s.; 154 tons at 8s. 114d. 


Discharging at Genoa : 93 15 3 
Agents’ Disbursements, Genoa, deducted from freight 
remitted (exch. 27.22) lire 3012.80. 
Captain’s Expenses, Genoa ae FAL 0 
Stevedore at Agua acl ae loading 3, 660 tons Ore .. 15210 0 
Despatch Money .. vi, tld lS 4 
Interest on Advance we se a m9 sce LORTON=9 
Captain’s Expenses 5 15 
Agents’ Accounts for Port Charges, Agency, etc., exclu- 
sive of address Commission and Brokerage (exch. 26.75) 
pesetas 2,964.88. 
Bunker Coals at Portland, 20 tons at 18s. 6d., and Port 
Charges, £3 2s. 
Port Charges, Deere Ee and Sreseateh Moneyne at 
Barrow .. ae 423 7 6 
Captain’s Portage Bill ae Ke oie oe me LOS LOS 
Overlookers’ Expenses .. cag oe ae 30 rp ee 


The voyage terminated on April 28th, 1922. 


Prepare the Voyage Account, showing the net profit or loss. 
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Dy. From 27TH Fes., 1922, To 28TH APRIL, 1922. Cr. 
To Stores A/cs ate 162] 8| r] By Freight— 
», Port Charges, Trimming, Cardiff to Genoa— 
etc., Cardiff.. 12! 2] 3 3,190 tons Coal @ 
», Captain’ s A/cs for Harbour 8s. od. ae 1,395|12| 6 
Wages, etc., Cardiff .. 64] 7| 6 Agua Amarga to Batrow— 
A Bunker Coal, "as per Engi- 3,660 tons Ore @ 8s. 3d. I,509|15 
neer’s Receipt— », Brokerage refunded— 
279 tons @ gs. £125 I1 0 4 of £69 15s. 7d... 26 23] 5] 2 
154 tons @ 
8s. 113d. 68 16 5 
—- 194] 7| 5 
», Discharging at Genoa .. 93/15] 3 
», Agent’s disbursements, 
Genoa, deducted from 
Freight remitted, 
3012°80 lire @ 27°22 .. I10|13| 8 
», Captain’s Expenses, Ge- 
noa 7\19 
», Stevedore at Agua. Amar- 
ga, loading Bee tons 
of Ore .. ae 152/10 
», Despatch Money .. ae 213/13] 4 
», Interest on Advance OO Io|r9| 9 
», Captain’s Expenses ae 5/15| 9 
», Agents’ A/cs for port 
charges, agency, etc., 
exclusive of Address 
Commissions and Broker- 
ai Behe pesetas @ 
1z0/16] 9 
& mene Coals at Portland, 
zo tons @ 18s. 6d... 18|/r0 
», Port Charges, Portland .. Binz, 
», Port Charges, discharging 
and despatch money at 
Barrow . 4231 7| 6 
», Captain’s Portage Bill : 168] 6] 8 
», Overlookers’ Expenses .. 4| 5 
», Address Commissions— 
2% of £1,395 
IZS BOG LZ 7 ETON 
24 % of £1,509 
15s. od... 37 14 10 
a 65|13] 1 
», Brokerage— 
ee %» £1,395 
2S 10dsu. £69 15 7 
% Ores % of 
£1,509 15S 25 3 3 
a 94|18/10 
», Imsurance Premium, 2 
months, ¢ of £1,952 
Ios. 8d. te 325] 81 5 
», Managing Owner’s Com- 
mission— 
I year = 2,211 tons @ 
as. 6d. = £276 73,60, * 
2 months = 4 of £276 
ys. 6d. = be 46] 1] 3 
5 Balances (Net Profit) oo 530|11| 2 = 
£\| 2,928]r2] 8 £| 2,928}r2) 8 
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WAGES.—The remuneration paid to employees. In book- 
keeping, wages are classified into manufacturing, productive, 
or remunerative wages, and non-productive or unremunerative 
wages. The amount of the former is an item in the cost of 
goods, and is debited to Trading Account. For instance, a 
furniture manufacturer buys raw material, such as timber, 
and sells a manufactured article, such as furniture. He 
could not credit the sale of the manufactured article, 7.¢., the 
furniture, against merely the cost of the raw material. He 
must credit the sale of the manufactured article against the 
cost of the manufactured article, which is the cost of the 
timber plus the wages paid to manufacture it into furni- 
ture. Hence, all factory, manufacturing, or productive wages 
are charged to Trading Account. Non-productive wages 
and salaries are debited to Profit and Loss; such are the 
wages of night-watchmen, carmen, etc., salaries of clerks, 
store-keepers, managers, etc. 

WAGES ANALYSIS BOOK.—(See Cost Accounts.) 

WAGES BOOK.—See specimen ruling. 


WAGES BOOK 


WEEK ENDING S.cice cre cermin slakieae scot 1995 
Hours worked. , 
No.| Name of Workman. ri ; a |. =e || Amount. 
#18| 8/3/58) 3 |rota.] #2 
O)/e)/eal/F/a]e % 
£ 


WAGES SHEET.—(See CONTRACTS.) 

WAGON ACCOUNT—WAGON HIRE ACCOUNT—WAGON 
PURCHASE ACCOUNT.—(See HrrE-PuRCHASE ACCOUNTS 
and INSTALMENT PAYMENT PURCHASES.) 

WASTAGE.—(See SHRINKAGE.) 

WASTE BOOK.—A book in which transactions are entered 
in order of date. It was formerly the book from which the 
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Journal was written up. It is seldom used now except in 
banks. 

WATER COMPANY’S ACCOUNTS.—Although not com- 
pulsory, these are usually kept on the DousBLeE AccoUNT 
SYSTEM, to which the student should refer. Examples are 
shown on pages 761-762, 

Water Works Clauses Act, 1847.—By this Act a Water 
Company must not pay a dividend in excess of the prescribed 
rate, or if no rate is prescribed, in excess of 10 per cent. of 
the paid-up capital of the undertaking. Where the profits 
of any year are in excess of the prescribed rate, or of the 
said 10 per cent., the excess may be invested and allowed 
to accumulate at compound interest to form a Reserved 
Fund of the prescribed amount, or if no amount is prescribed, 
until it amounts to a sum equal to ;, of the nominal capital 
of the company. When the fund has reached the prescribed 
amount, or the ;4th as the case may be, the interest on the 
investments may be applied to the general purposes of the 
undertaking. The Reserved Fund is to be available to make 
good any deficiency in any year in the normal rate of dividend, 
and also to meet any extraordinary claims. A copy of the 
annual accounts must be forwarded by January 31st each 
year to the Clrk of the Peace for the county in which the 
water works are situated, and must be open to the inspection 
of any person on payment of one shilling. 

WATER, DAMAGE BY.—(See DAMAGE.) 

WATERED CAPITAL—WATERED STOCK.—The issue 
of additional capital or stock without any extra payment in 
cash, as, for example, bonus shares. 

WAYLEAVE.—A right of way or water-course which one 
proprietcr has in, or through the estate of another ; also the 
rental paid for same. Legally, such privileges, advantages, 
or liberties, without profit, are known as easements. 

WEAR AND TEAR.—(See DEPRECIATION, also INCOME 
TAX.) 

WHOLESALE.—The buying and selling of goods in large 
quantities, as opposed to Retail. 

WHOLESALE BRANCHES.—(See BRANCH ACCOUNTS.) 

WILL.—The legal declaration of a person’s wishes and 
intentions with reference to the disposal of his property 
after his death. The person who makes the will is called 
the testator or testatrix, and the will itself is called the 
testament. A will, to be valid, must be signed by the testator 
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in the presence of two witnesses, who must also attest his 
signature. A person who dies without having made and left 
a will is called an intestate. (See also CODICIL, PROBATE, 
and EXECUTOR.) 

WINDING UP.—The process by which a Limited Company 
terminates its legal existence. As mentioned under STATE- 
MENT OF AFFAIRS, a company cannot be made bankrupt ; 
it must be wound up. Bankruptcy, however, is not always 
the cause of winding up: there may be other causes; anda 
perfectly solvent company is sometimes wound up in order to 
amalgamate with another. There are three methods of 
winding up— 

(1) Compulsory, 7.e., by order of the Court. 

(2) Voluntary, t.e., by the Company itself. 

(3) Voluntary under supervision of the Court. 

Compulsory Winding Up.—-By Section 129. of the Com- 
panies (Consolidation) Act, 1908, a company may be wound 
up by the Court— 

(1) If the company has by special resolution resolved that the 
company be wound up by the court ; 

(2) If default is made in filing the statutory report or in holding 
the statutory) meeting ; 

(3) If the company does not commence its business within a year 
from its incorporation, or suspends its business for a whole yeat ; 


(4) If the number of the members is reduced, in the case of a private 
company, below two or, in the case of any other company, below 
seven ; 

(5) If the company is unable to pay its debts; 

(6) If the court is of opinion that it is just and equitable that the 
company should be wound up. 


Courts Having Winding-up Jurisdiction.—These are the 
High Court, the Chancery Courts of the counties palatine 
of Lancaster and Durham, and the county courts having 
bankruptcy jurisdiction. The Metropolitan county courts 


have no winding-up jurisdiction. By Section 131 of the 
Act— 


Where the amount of the share capital of a company paid up or 
credited as paid up exceeds ten thousand pounds, a petition to wind 
up the company shall be presented to the High Court ; or, in the case 
of a company whose registered office is situate within the jurisdiction 
of either of the palatine courts aforesaid, either to the High Court or 
to the palatine court having jurisdiction. 

Where the amount of the share capital of a company paid up or 
credited as paid up does not exceed ten thousand pounds, and the 
registered office of the company is situated within the jurisdiction of 
a county court having jurisdiction under this Act, a petition to wind 
up the company shall be presented to that county court. 
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Contributories.—By Section 123 of the Act— 


In the event of a company being wound up, every present and past 
member shall, subject to the provisions of this Section, be liable to 
contribute ta the assets of the company to an amount sufficient for 
payment of its debts and liabilities and the costs, charges, and expenses 
of the winding up, and for the adjustment of the rights of the con- 
tributories among themselves, with the qualifications following (that 
is to say)— 


(i) A past member shall not be liable to contribute if he has 
ceased to be a member for one year or upwards before the 
commencement of the winding up 5 

(ii) A past member shall not be liable to contribute in respect oi 
any debt or liability of the company contracted after he 
ceased to be a member ; 

(iii) A past member shall not be liable to contribute unless it 
appears to the court that the existing members are unable 
to satisfy the contributions required to be made by them 
in pursuance of this Act: 

(iv) In the case of a company limited by shares, no contribution 
shall be required from any member exceeding the amount, 
if any, unpaid on the shares in respect of which he is liable 
as a present or past member ; 

(v) In the case of a company limited by guarantee, no contribu- 
tion shall be required from any member exceeding the 
amount undertaken to be contributed by him to the assets 
of the company in the event of its being wound up: 

(vi) Nothing in this Act shall invalidate any provision contained 
in any policy of insurance or other contract whereby the 
liability of individual members on the policy or contract is 
restricted, or whereby the funds of the company are alone 
made liable in respect of the policy or contract : 

(vii) A sum due to any member of a company, in his character of 
a member, by way of dividends, profits, or otherwise, shall 
not be deemed to be a debt of the company, payable to 
that member in a case of competition between himself and 
any other creditor not a member of the company ; but any 
such sum may be taken into account for the purpose of the 
final adjustment of the rights of the contributories among 
themselves. 


When a Company is deemed unable to Pay its Debts.— 
Section 130 of the Companies (Consolidation) Act, 1908, 
enacts as follows— 


A company shall be deemed to be unable to pay its debts— 

(i) if a creditor, by assignment or otherwise, to whom the company 
is indebted in a sum exceeding fifty pounds then due, has 
served on the company, by leaving the same at its registered 
office, a demand under his hand requiring the company to 
pay the sum so due, and the company has for three weeks 
thereafter neglected to pay the sum, or to secure or com- 
pound for it to the reasonable satisfaction of the creditor ; or 
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(i, if, in England or Ireland, execution or other process issued on a 
judgment decree or order of any court in favour of a creditor 
of the company is returned unsatisfied in whole or in part ; or 

(iii) it it 1s proved to the satisfaction of the court that the company 
is unable to pay its debts, and, in determining whether a 
company is unable to pay its debts, the court shall take into 
account the contingent and prospective liabilities_of the 
company. 


Petition for Winding Up.—By Section 137 of the Act— 


An application to the court for the winding up of a company shall 
be by petition, presented subject to the provisions of this Section 
either by the company, or by any creditor or creditors (including any 
contingent or prospective creditor or creditors), contributory or con- 
tributories, or by all or any of those parties, together or separately : 
Provided that 


(a) A contributory shall not be entitled to present a petition for 
winding up a company unless— 

(i) either the number of members is reduced, in the case of a 
private company, below two, or, in the case of any other 
company, below seven; or 

(ii) the shares in respect of which he is a contributory, or some 
of them, either were originally allotted to him or have been 
held by him, and registered in his name, for at least six 
months during the eighteen months before the commence- 
ment of the winding up, or have devolved on him through 
the death of a former holder; and 


(0) A petition for winding up a company on the ground of default 
in filing the statutory report or in holding the statutory meet- 
ing shall not be presented by any person except a shareholder, 
nor before the expiration of fourteen days after the last day 
on which the meeting ought to have been held. 


Statement of Affairs—This is required by Section 147, 
which says— 

Where the court in England has made a winding-up order, there 
shall be made out and submitted to the official receiver a statement 
as to the affairs of the company in the prescribed form, verified by 
affidavit, and showing the particulars of its assets, debts, and liabilities ; 
the names, residences, and occupations of its creditors; the securities 
held by them respectively; the dates when the securities were 
respectively given; and such further or other information as may be 
prescribed or as the official receiver may require. 


Lists.—The lists “‘ A”’-‘‘ E”’ are the same as shown under 
STATEMENT OF AFFAIRS IN BANKRUPTCY. There is, however, 
no special list for Rent, ‘““F” being used for Preferential 
Creditors and “G” for Debenture Holders. The Front 
Sheet and the remaining lists (including several additions) 
are as follows— 
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LIST “0? (1), 


(1) DeFictency ACCOUNT WHERE WINDING-UP ORDER 


I. Gross Profit (if any) arising from carrying on business from date of formation of 
Company to date of Winding-up Order (as per Trading Account annexed) An 
II. Receipts (if any) during same pes from undermentioned sources— 
Interest on Loans .. a a ee ve ee oe 
» ._ On Deposits os an oe ae ee oe oe os 
Transfer Fees.. 
Amount paid on Shares issued and subsequently forfeited (as per List annexed) 
III. Other Receipts (if any) during same period not included under any of the above 
headings, viz.— 
1V, Deficiency as per Statement of Affairs—Part II. oo on oe on oe 
Total Amount to be accounted for ae os ac ac ie ne Ce 


Norgs.—(1) Where particulars are numerous they should be inserted in a separate Scheduie, 
(?) These figures should agree. 
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DEFICIENCY ACCOUNT. 


MADE within Three Years of FoRMATION oF COMPANY. 


I. Expenditure in carrying on business from date of formation of Company to date 
of Winding-up Order, viz.— 


Due at 

Amount date of 
chesag, | Winding- 
8 up Order, 


II. General Expenditure— 


Salaries .. 50 
Wages not charged i in Trading Account we 
Rent 5 ers 5 ate od 
Rates and Taxes . aye A ma aie AG 
Law Costs.. ote are 

Commission : Gio nin 

Interest on Loans ste a5 


on Debentures .. dj 
Miscellaneous Expenditure (as per details annexed)... 


{II. Directors’ Fees from date of formation of Company to 
date of Winding-up Order ad oe os 5 
IV. Dividends declared during same period .. ae BE 


V. Losses and Depreciation written off in pepe Books Ves 
' Bad Debts AG 50 : 
Losses on Investments 
Depreciation on Property 
Preliminary Expenses .. 


Losses and Depreciation not written off in Company’s Books, now written off by 
the Directors (1)— 
Bad Debts... 50 ot 
Losses on Investments 50 
Depreciation on Property ° 7 
Preliminary Expenses Sp ae nC oD 


Vi. 


Vil. 


Other Losses and Expenses 


oe oe ee ee oe oe oe oe 


Total Amount accounted for 


-(@) £ 


Signature 
Dated 


19 
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LIST “O” (2). 


(2) Deriérency ACCOUNT WHERE WINDING-UP ORDER 


—— 3 


1. Excess of Assets over Capital and Liabilities on the (4) day of 
19 (if any), as per Company’s Balance Sheet. (This and any previous Balance 


Sheets to be annexed or handed to O.R.) .. ae ws wa ae ae 

II. Gross Profit (if any) arising from carrying on business from the (2) day of 
,19 , to date of Winding-up Order as per Trading Account 

annexed .. oe oe ee ee oe ye oe Ae oe ee 


III. Receipts (if any) during same period from undermentioned sources— 


Interest on Loans .. aa ee ac oe on «es oe ee 
»» _ on Deposits ow oe ee a ee ee ee ar 
Transfer Fees.. 2 


Amounts paid on Shares issued and subsequently forfeited {as per List annexed) 


IV. Other hoa (if any) during same period not included under any of the above 


eadings .. oie ee oi ais Ae aia nie as 6 


V. Deficiency as per Statement of Affairs—Part II. .. ae ae AG AD 


Total Amount to be accounted for ae ne a “f aS ota h ys 


Norss.—(1) Three years before date of Winding-up Order. 


(?) Where pacticulars are numerous, they should be inserted in a separate Schedule, 


(3) These figures should agree. 
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MADE more than Three Years after FoRMATION OF CoMPANY. 


IWIN 


l. Excess of Capital and Liabilities over Assets on the (1) 


(if any), as per Company’s Balance Se 
Sheets to be annexed or handed to O.R.) . 


II. Expenses of carrying on business from the (1) 
to date of Winding-up Order, viz.— 


General Expenditure— 
Salaries 


Wages not charged in Trading Account |. 
Rent .. ats oe 
Rates and Taxes AB . 

LawiCosts” 5.0 i. — <0 

Commission .. je are 

Interest on Loans oe era 


», on Debentures 


Miscellaneous Expenditure (as per details annexed) 


III. Directors’ Fees from the 1) day of 
1g , to date of Winding-up Order .. ae 


IV. Dividends declared during same periad ae 


V. Losses and Depreciation from the 
written off in Company’s Books, viz. te 

Bad Debts .. oe 
Losses on Investments .. c 
Depreciation of Property .. 503 
Preliminary Expenses ae ao 


day of 19 


day of 19 
(This and any peevecns Beene 


oe oe . 


day of 19), 
Due at 
rg ae f at e of 
inding- 
charged. up Order. 


ee ee 


VI. Losses and Depreciation not written off in Company’s Books, now written off by 


Directors (?)— 
Bad Debts .. 50 ote do 


Losses on Investments .. ve . ; 
Depreciation of Property .. ae ats 
Preliminary Expenses a9 oe be 

VII. Other Losses and Expenses (2) ae a 
Total Amount accounted for .. oe a6 


Signature 


Dated 19 


777 
25A—(1388) 


WIN] DICTIONARY OF BOOK-KEEPING [WIN 


Power of Court to make Calls on Contributories—By 
Section 166— 


The court may, at any time after making a winding-up order, and 
either before or after it has ascertained the sufficiency of the assets of 
the company, make calls on and order payment thereof by all or any 
of the contributories for the time being settled on the list of the con- 
tributories to the extent of their liability for payment of any money 
which the court considers necessary to satisfy the debts and liabilities 
of the company; and the costs, charges, and expenses of winding up ; 
and for the adjustment of the rights of the contributories among 
themselves. 


Appointment of Liquidator.—Section 149 of the Act reads— 


(1) For the purpose of conducting the proceedings in winding up 
a*company and performing such duties in reference thereto as the 
court may impose, the court may appoint a liquidator or liquidators. 

(2) The court may make such an appointment provisionally at any 
time after the presentation of a petition and before (where the 
proceedings are in England) the making of an order for winding 
up, or (where the proceedings are in Scotland or Ireland) the first 
appointment of liquidators. ° 

(3) Where the proceedings are in England— 

(a) If a provisional liquidator is appointed before the making of 
a winding-up order, the official receiver or any other fit 
person may be appointed : 

(6) On a winding-up order being made, the official receiver shall, 
by virtue of his office, become the provisional liquidator, 
and shall continue to act as such until he or another person 
becomes liquidator and is capable of acting as such: 

(c) When a person other than the official receiver is appointed 
liquidator, he shall not be capable of acting as liquidator 
until he has notified his appointment to the registrar of 
companies and given security in the prescribed manner to 
the satisfaction of the Board of Trade. ‘ 


Powers of the Liquidator.—These are defined in Section 151, 
which enacts as follows— 


The liquidator in a winding up by the court shall have power, in 
the case of a winding up in England with the sanction either of the 
court or of the committee of inspection, and in the case of a winding 
up in Scotland or Ireland with the sanction of the court— 

(a) to bring or defend any action or other legal proceeding in the 

name and on behalf of the company : 

(6) to carry on the business of the company, so far as may be 

necessary for the beneficial winding up thereof. 


Payments of Liquidator into Bank of England or Local 
pected Section 154 of the Companies (Consolidation) 
ct, 1908— 


(1) Every liquidator of a company which is being wound up by the 
court in England shall, in such manner and at such times as the Board 
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of Trade, with the concurrence of the Treasury, direct, pay the money 
received by him to the Companies’ Liquidation Account at the Bank 
of England, and the Board shall furnish him with a certificate of 
receipt of the money so paid: 

Provided that, if the committee of inspection satisfy the Board 
of Trade that for the purpose of carrying on the business of the 
company or of obtaining advances, or for any other reason, it is 
for the advantage of the creditors or contributories that the 
liquidator should have an account with any other bank, the Board 
shall, on the application of the committee of inspection, authorise 
the liquidator to make his payments into and out of such other 
bank as the committee may select, and thereupon those payments 
shall be made in the prescribed manner. 

(2) If any such liquidator at any time retains for more than ten 
days a sum exceeding fifty pounds, or such other amount as the Board 
of Trade in any particular case authorise him to retain, then, unless 
he explains the retention to the satisfaction of the Board, he shall 
pay interest on the amount so retained in excess at the rate of twenty 
per cent. per annum, and shall be liable to disallowance of all or such 
part of his remuneration as the Board may think just, and to be 
removed from his office by the Board, and shall be liable to pay any 
expenses occasioned by reason of his default. 


Copy of Liquidator’s Accounts to be sent to Board of Trade.— 
Section 155 of the Act requires— 


Every liquidator of a company which is being wound up by the 
court in England shall, at such times as may be prescribed, but not 
less than twice in each year during his tenure of office, send to the 
Board of Trade, or as they direct, an account of his receipts and 
payments as liquidator. 


Liquidator’s Cash Book.—See specimen ruling on next page. 


Release of Liquidator.—Section 157 enacts as follows— 


When the liquidator of a company which is being wound up by the 
court in England has realised all the property of the company, or so 
much thereof as can, in his opinion, be realised without needlessly 
protracting the liquidation, and has distributed a final dividend, if 
any, to the creditors, and adjusted the rights of the contributories 
among themselves, and made a final return, if any, to the contribu- 
tories, or has resigned, or has been removed from his office, the Board 
of Trade shall, on his application, cause a report on his accounts to be 
prepared; and, on his complying with all the requirements of the 
Board, shall take into consideration the report, and any objection 
which may be urged by any creditor, or contributory, or person 
interested against the release of the liquidator, and shall either grant 
or withhold the release accordingly, subject nevertheless to an appeal 
to the High Court. 


Voluntary Winding Up.—lIt is provided in Section 182 of 
the Companies (Consolidation) Act, 1908, that— 


A company may be wound up voluntarily— 
(1) When the period (if any) fixed for the duration of the company 
by the articles expires, or the event (if any) occurs, on the 
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Particulars. 
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Date. 


Other 
Receipts. 


Calls. 


Receipts 
from 
held by 
Creditors. 


Securities 


Property 
Realised. 


PAYMENTS. 


Debts 
Collected. 


Drawn 
from 
Bank 


Total. 


Particulars. 


Date. 


Cr. 
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occurrence of which the articles provide that the company 
is to be dissolved, and the company in general meeting has 
passed a resolution requiring the company to be wound up 
voluntarily : 

(2) If the company resolves by special resolution that the company 
be wound up voluntarily : 

(3) If the company resolves by extraordinary resolution to the 
effect that it cannot by reason of its liabilities continue its 
business, and that it is advisable to wind up. 


When a company has resolved by special or extraordinary 
resolution to wind up voluntarily, it must give notice of the 
resolution by advertisement in the Gazette. 

Consequences of Voluntary Winding Up.—By Section 186 
it is enacted as follows— 


The following consequences shall ensue on the voluntary winding 

up of a company— 

(i) The property of the company shall be applied in satisfaction 
of its liabilities pavi passu, and, subject thereto, shall, unless 
the articles otherwise provide, be distributed among the 
members according to their rights and interests in the 
company : 

(ii) The company in general meeting shall appoint one or more 
liquidators for the purpose of winding up the affairs and 
distributing the assets of the company, and may fix the 
remuneration to be paid to him or them; 

(iii) The liquidator may exercise the powers of the court under this 
Act of settling a list of contributories, and of making calls, 
and shall pay the debts of the company, and adjust the 
rights of the contributories among themselves, 


Costs of Voluntary Liquidation.—By Section 196— 

All costs, charges, and expenses properly incurred in the voluntary 
winding up of a company, including the remuneration of the 
liquidator, shall be payable out of the assets of the company in 
priority to all other claims. 


Voluntary Winding Up subject to Supervision of the Court.— 
Section 199 of the Act provides that— 


When a company has by special or extraordinary resolution resolved 
to wind up voluntarily, the court may make an order that the 
voluntary winding up shall continue, but subject to such supervision 
of the court, and with such liberty for creditors, contributories, or 
others to apply to the court, and generally on such {terms and 
conditions as the court thinks just. 


Effect of Supervision Order.—By Section 203— 

Where an order is made for a winding up subject to supervision, 
the liquidator may, subject to any restrictions imposed by the court 
exercise all his powers, without the sanction or intervention of the 
court, in the same manner as if the company were being wound up 
altogether voluntarily. 
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Preferential Payments.—These are enumerated in Section 
209 of the Companies (Consolidation) Act, 1908, which is 
as follows 

(1) In a winding up there shall be paid in priority to all other debts— 

(a) All parochial or other local rates due from the company at the 

date hereinafter mentioned, and having become due and pay- 

able within twelve months next before that date, and all 
assessed taxes, land tax, property or income tax assessed on 
the company up to the fifth day of April next before that 
date, and not exceeding in the whole one year’s assessment ; 

(b) All wages or salary of any clerk or servant in respect of services 
rendered to the company during four months before the said 
date, not exceeding fifty pounds; and 

(c) All wages of any workman or labourer not exceeding twenty-five 
pounds, whether payable for time or for piece work, in respect 
of services rendered to the company during two months before 
the said date: Provided that where any labourer in 
husbandry has entered into a contract for the payment of a 
portion of his wages in a lump sum at the end of the year of 
hiring, he shall have priority in respect of the whole of such 
sum, or a part thereof, as the court may decide to be due 
under the contract, proportionate to the time of service up to 
the said date; and 

(d) Unless the company is being wound up voluntarily merely for 
the purposes of reconstruction or of amalgamation with 
another company, all amounts (not exceeding in any indi- 
vidual case one hundred pounds) due in respect of compen- 
sation under the Workmen’s Compensation Act, 1906, 
the liability wherefor accrued before the said date, subject 
nevertheless to the provisions of Section 5 of that Act. 

(2) The foregoing debts shall— 

(a) Rank equally among themselves and be paid in full, unless the 
assets are insufficient to meet them, in which case they shall 
abate in equal proportions; and 

(b) In the case of a company registered in England or Ireland, so 
far as the assets of the company available for payment of 
general creditors are insufficient to meet them, have priority 
over the claims of holders of debentures under any floating 
charge created by the company, and be paid accordingly out 
of any property comprised in or subject to that charge. 

(3) Subject to the retention of such sums as may be necessary for 
the costs and expenses of the winding up, the foregoing debts shall be 
discharged forthwith so far as the assets are sufficient to meet them. 

(4) In the event of a landlord or other person distraining or having 
distrained on any goods or effects of the company within three months 
next before the date of a winding-up order, the debts to which priority 
is given by this Section shall be a first charge on the goods or effects 
so distrained on, or the proceeds of the sale thereof : 

Provided that in respect of any money paid under any such 
charge the landlord or other person shall have the same rights of 
priority as the person to whom the payment is made. 

(5) The date hereinbefore in this Section referred to is— 

(a) in the case of a company ordered to be wound up compulsorily 


782 *\ 


WIN] DICTIONARY OF BOOK-KEEPING [WIN 


which had not previously commenced to be wound up 
voluntarily, the date of the winding-up order; and 

(6) in any other case, the date of the commencement of the 
winding up. 


Disposal of Company’s Books, etc.—By Section 222 of the 
Act— 


(1) When a company has been wound up and is about to be dis- 
solved, the books and papers of the company and of the liquidators 
may be disposed of as follows (that is to say)— 

(a) In the case of a winding up by or subject to the supervision of 

the court in such way as the court directs ; 

(6) In the case of a voluntary winding up in such way as the company 

by extraordinary resolution directs. 

(2) After five years from the dissolution of the company no 
responsibility shall rest on the company, or the liquidators, or any 
person to whom the custody of the books and papers has been com- 
mitted, by reason of the same not being forthcoming to any person 
claiming to be interested therein. 


Example.—From the following particulars prepare State- 
ment of Affairs of the Kappa Manufacturing Co., Ltd., as at 
June 30th, 19.., on which date an order is made for the 
winding up of the Company— 


Issued Capital— 

20,000 Ordinary Shares of £1 each, fully paid .. . «|| 20,000 
10,000 6% Preference Shares of £1 each, fully called ..|| 10,000 

The Unpaid Calls amount to £300, and are expected 
to produce oe : 200 

6% Mortgage Debentures, interest payable half yearly, 
paid) to 3) Mar 195 fy. - || 15,000 
Land and Buildings ‘(cost £15, 000) expected to produce 12,275 
Book Debts —Good .. 12,461 

se », —Doubtful, £2, 568, expected to produce 7/6 

in the £ 
» —Bad, £125, expected to Eee. nib 

Unsecured Creditors on Trade Accounts .. coh) Pay Ayy 
Bills Payable . .|| 2,350 

Fully-secured Creditors holding mortgage ‘of Land and 
Buildings .. . .|| 10,106 
Partly-secured Creditors Sic es ee ar ai) Owed 
Value of Security held by above .. A a5 Bi 5,000) 
Bills Receivable (good) 50 BR ae Se a 656) 
Bank Account overdrawn . 200 

Liabilities on Bills Discounted other than the Company's s 
own Acceptances for value 2,375 
Amount of above expected to rank ‘for dividend . sls 560 
Managing Director’s Salary, 4 months at fl 100... as 400 
Cashin hand .. oe we 35 
Machinery and Plant (book value, £ ie 000) Ae . || 10,000 
Preferential Creditors for Rates, Taxes, and Wages sail, 600 
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Example.—The Sigma Company, Ltd., in compulsory 

liquidation, has liabilities as follows— 

Trade Creditors unsecured, £6,239. 

Cash Creditors unsecured, £2,000. 

Rent owing, £120 (all distrainable), 

Rates, Taxes, and Wages due, £185 5s. 11d. 

6% Debentures, £10,000. 

Half-year’s Interest on above, £300. 


At the end of six months the Assets realise £16,153 2s. 1d. 
The Law Costs and Outlays amount to £246 3s. 9d. The 
liquidator’s remuneration is fixed at 3 per cent. on assets 
realised and 2 per cent. on amount distributed. Make out 
the Liquidator’s Final Statement of Receipts and Payments— 
THE SIGMA COMPANY, LIMITED (in liquidation). 
LIQUIDATOR’S FINAL STATEMENT OF ACCOUNT. 


|_————————— 
RECEIPTS. | Amount. PAYMENTS, Amount. 
| | 
To Proceeds of Realisation By Law Costs and Outlays .. 246| 3| 9 
of Assets .. BS --|| 16,153] 2] 1} ,, Liguidator’s Remuneration: 


3% on £16,153/2/1 realised. 484/110: 
3 on £4,428/9/3 distri- 
buted* .. ee oe 88lxrz| 4 
», Preferential Creditors and 
Debenture Holders— 
Rent £120 0 oO 
Rates,Taxes, 
and Wages 185 5 II 
Debentures & 
12 mos.’ Int. 10,600 © oj] 10,905] 5|rr 


(Details would be shown 
in actual practice.) 


», Unsecured Creditors— 
First and Final. Dividend of 
tos. 9d. in the £ on £8,239 || 4,428 


16,153 


Tule 


9 
I 16,153| 2 


I» | 


* Equal to 725 of the gross amount (£4,517 os. 7d.) distributable, 


Returns to Contributories.—If, after payment of the costs 
of winding up and the discharge of all liabilities to creditors, 
there remains a balance in hand, the liquidator must dis- 
tribute such balance among the shareholders according to 
their respective rights as per the Memorandum and Articles 
of Association of the Company. 

The Preference Shareholders, if their shares are preferential 
in regard to return of capital—and they usually are—would 
first participate in such balance. If this is insufficient to 
meet their claims, any unpaid capital on the Ordinary Shares 
would be called up to enable the deficiency to be made good. 
This does not, however, apply to arrears of Preference 
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Dividend, as the latter is payable only out of profits and not 
out of capital. 

In theory, the whole of the unpaid capital should be called 
up. But where there is sufficient to repay the Preference 
Capital in full, such calls are not usually made in practice, 
if it is obvious that the money would simply have tobe 
returned again to the contributing shareholders. Where, 
however, there are different classes of the same kind of 
shares, eg., “A” Ordinary Shares, ‘‘B” Ordinary Shares, 
etc., some fully paid and others partly paid, calls must often 
be made in order to adjust the rights of these particular 
shareholders inter se. And where there are Founders’ or 
Deferred Shares, the unpaid balance thereon (if any) would 
be called up, if necessary, in order to facilitate the return 
of capital to the Ordinary shareholders. 

The repayments to contributories must be so arranged, 
that the different classes of shareholders, as between them- 
selves, lose exactly the same amount per share as a result 
of the winding up. 

If, after return of all the Capital to the shareholders, there 
still exists a balance in hand, the origin of such surplus must 
be traced. Unless otherwise provided by the Articles, a 
revenue surplus is divisible in the same way as profits avail- 
able for dividend; while a capital surplus is distributable 
among all the shareholders ro rata. 

Example.—In the voluntary winding up of the Lambda 
Trading Company, Ltd., the Assets realised £17,104. The 
costs of liquidation, including the Liquidator’s remuneration, 
amounted to £926. The Liabilities were— ~~ 

Trade Creditors, £5,750. 
Creditors for Rates, Taxes, and Wages, £320. 
The Capital of the Company was as follows— 


6,000 Preference Shares of £1 each, fully paid. 
10,000 “A” Ordinary Shares of £1 each, fully paid. 
8,000 ““B” Ordinary Shares of {1 each, 10/- per share paid up 


The Preference Shares were preferential both as to dividend 
and also as to return of capital. 

A call of 5s. per share was made by the liquidator on the 
““B” Shares, and was duly received, with the exception of 
the amount payable on 160 shares. 

Make up the Liquidator’s Final Account and show the 
distribution of the proceeds, adjusting the rights of the 
different classes of shareholders inter se. 
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WITHDRAWALS BY PARTNERS.—(See PARTNERSHIP 
ACCOUNTS. ) 

WORK-IN-PROGRESS.—(See CONTRACTS.) 

WORKING ACCOUNT.—(See MANnuFACTURING ACCOUNT.) 

WORKING CAPITAL.—(See CAPITAL.) 

WORKING COSTS.—Expenses of working a mine, quarry, 
etc., or of running ships, trains, trams, motor "buses, etc. 

WORKS COST.—(See Cost Accounts.) 

WORKS ONCOST.—(See Cost Accounts.) 

WRITE OFF.—To transfer to Profit and Loss Account, 
either directly or indirectly through the medium of a sub- 
sidiary account; for example, to write off Preliminary 
Expenses, to write off depreciation, to write off as a bad debt. 
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